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Dear Fellow Shareholders

ROBERT C. POHLAD
Chairman of the Board
and Chief Executive Officer

At PepsiAmericas, our business is quenching
‘thirsts. Satisfying this basic need requires

powerful brands, flexible distribution methods

“and people driven to win.

We've enjoyed great success in a dynamic industry that
continues to change and evolve. Consumers crave
more variety, value and brands that resonate with their
lifestyles. At the same time, our retail customers are
requiring complex solutions to help them manage
productivity. Additionally, our raw materials are costing

dramatically more,

Our strengths—the power of our brands, the flexibility
of our distribution system, and the experience and
capability of the PepsiAmericas organization—remain
core to our ability to respond to these challenges.

This past year was not without its challenges—chief
among them an evolving portfolio in the U.S. and
significantly higher raw material costs, The resulting
adjusted earnings per share of $1.32* and comparable
adjusted return on invested capital of 7 percent* were

short of our expectations, but the year also showed the

promise and potential of our growth markets and
portfolio of brands.

Consumer choices are changing, and so

are we. Our product portfolio is broader and
mare relevant today than just a year ago. In our
domestic portfolio, the non-carbonated beverage
category grew 30 percent in 2006, Aquafina,

Lipton Iced Teas, Frappuccino and our lineup of
energy drinks continue to provide significant growth.
Non-carbonated beverages now represent over

18 percent of our U.S. volume mix, compared to

14 percent just a year ago. Strong growth should
continue as these brands become an even larger
part of our business.

Carbonated soft drinks, however, are the foundation

of our business. Trademarks Pepsi and Mountain Dew
alone account for over 68 percent of our U.S. product
mix. Qur carbonated soft drink category declined

4 percent in 2006, Clearly, there continues to be a

place in our consumers’ tastes for these brands, but it

is changing. Innovation and a strong marketing calendar
are critical to managing this category, and we are excited
and confident about beth as we begin 2007,

We are finding more effective and efficient ways
of doing business. The maturity of our U.S. markets,
along with their scale and cash generation, requires an
even greater focus on the way we sell to and service
our customers. Having an efficient supply chain is
critical to our ongoing success. With the completion of
our “pre-sell” selling system rollout in 2005, we built a
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more flexible and efficieri'ut way to do business. During
2006, we took tl'!ls severlal steps further, virtually |
rebuilding ocur U, S sales organlzatlon to align more
directly with the ‘way our c‘ustomers do business. We;
calt it Customer Alignmelnt. Fully implemented at the
beginning of January, this new structure moves us
from a sales organization based on gecgraphy to one
built around cust?mers alnd the business segments :
they serve. As part of the reorganization, we will also
have new tools, a'dded relsources and more centralizgd

processes around our prilcing framework. i

Our potentlal IS great Wlthi
brands that‘have prom|se
and excitement and are a
part of t\oday| s lifestyles.

Customer Alignrnlent prO\E.ricljes the structure upon \
which we will add our Customer Optimization initiative
in 2007. We have Iset the !stage to improve our demaqd
forecast planning, optimi.‘ze our selling time, and
decrease our delivery costs through technology !
and process. The ?nd resmijlt- will be reduced out-of-
stocks, a more efficient supply chain and better :

customer service. )
[

We are expandin‘g inter'naitionally in both r.m:u:!un::tl
and geography. In our exlstlng international markets
we expanded our portfolic, lncreased front-line selllng,
and invested in marketmg’ and advertising. As a result,
revenues grew over 13 percent in our existing marketsl,
with broad-based growth across all markets, channels
and categories, intI:luding carbonated soft drinks. Our:
portfolio, especially in the non-carbonated categories
of juice, juice drinkls, water and teas, is broader both ir!1
Central Europe anclj the Callyrilbbean. And our investment
in advertising, marketing anld selling resources in our
European markets|increased brand awareness and

drove cooler placements e‘md incremental retail space.

We also completed the pu'rcihase of the Pepsi business
in Romania in July '20086. This investment—in both
scale and potential — will rpake our international

!
|

|
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business a much more significant contributor to our

|t
profit growth and better position us for long- term

Managing these changes will drive success in 2007

sustainabie growth

and beyond. We are committed to improving é:ur U.Ss.
business performance and continuing to increase scale
and profitability in bur international markets. OL?F
success depends on both, and our plans are clear

and achievable.

+ Our top priority is balanced top-line growtb_ in the
U.S., specifically between carbonated soft drinks
and non-carbonated beverages, as well as l?'etween
single serve and take-home packages. ||

i

* Second, we will continue to strengthen cap?abilities
and drive efficiencies throughout our orgarw:ization,
building upon our Customer Alignment work and
through our new Customer Optimization initiative.

1
» Finally, and most significant in terms of profit
contribution, is ‘our continued investment in our
o

international businesses.

I
We feel good about our plans for 2007, as these

initiatives not only help us manage through this:'
environment of higher costs and portfolio transition,
but also better posit:ion us for long-term growthll.’

Our track record over the past six years is one of
creating opportunities, meeting challenges and
achieving success. Our industry is changing and so
are we. Our potential is great with brands that hl‘:ive
promise and exmtement and are a part of today” s
lifestyles. The effort, experience and ability of each
person within PepsiAmericas continue to be the l
underpinning of our strength. We're a talented,
capable and resilient organization satisfying a basic
need: We quench thirsts. As we begin 2007, we are
committed to managing change to create value |
for you, our shareholders. @ !

TottQoatod

Robert C. Pohlad
Chairman of the Board and Chief Executive Officer
March 7, 2007




Making a Connection

KENNETH E. KEISER (right)
President and
Chief Operating Officer

ALEXANDER H. WARE ¢/eft)
Executive Vice President and
Chief Financial Officer

Capability, consistency and customer service drive our next generation of growth

As times change, so does PepsiAmericas. In early
2006, we met with customers—large and small—and
asked them what they needed from PepsiAmericas.

In addition to the great brands and service we already

. provide, they need segment experts who understand

the unigue challenges of each sales channel and more
centralized contact to streamline the sales and
decision-making process. We responded.

We call the initiative
Customer Alignment
because it describes
both the focus and
the benefit.

As part of Customer Alignment, we redeployed our
10,000-person U.S. sales team to better adapt to the
ever-changing marketplace. With a more strategic,
data-based customer perspective, we can respond
more quickly to marketplace changes. We are
further strengthening capabilities around category
management and our pricing framework. [n addition,
our channel sales teams work through fewer layers,
reducing our cost structure while increasing
effectiveness. In addition, we added rescurces

to the channels that are growing, specifically the
On-Premise channel, as more Americans increasingly

eat away from home.

To support this dynamic environment, PepsiAmericas
invested in training infrastructure and created a
Web-based education curriculum that certifies our
front-line sales teams and provides in-depth training
around products, processes and selling techniques.

We also invested in our international locations in
2006, dedicating more salespeopie to support

an expanding product portfolio in Central Europe.
Most notably, this included more selling time focused
on our small format business, which delivered volume
growth of more than 12 percent in 2006.

This emphasis on the customer is the hallmark of

PepsiAmericas’ service commitment. O

Customer Alignment. We
have rebuilt our U.S. sales
organization to better align with
our customers, and we have
added mare selling resources
in Central Europe to support
our expanding portfolio—both
driving improved execution
against our strategic priorities.

2006 PEPSIAMERICAS ANNUAL REPORT 3
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Expanding [Our Products

Greater variety to Cfit consumer Iifestylels

Whether it is product inr'*uoivation, package

enhancements or targeted promotional efforts,
PepsiAmericas is in sync with changing consumer ¢
demand. Our nor? carbonated portfolio, including
waters, teas and Ju|ces now rmakes up 18 percent of |
PepsiAmericas’ domestue product sales — up from

14 percent a year,ago. ‘ \

This kind of shift requireé focus, balance and :

commitment, We‘ continuelto partner closely with |

PepsiCo to offer our customers an advantaged brand

|

|14%
—]18% - — —

$12%

|
More choices. Cur U.S. non-
it carbonated beverage volume
- was over 18 percent ¢f total U.S.
volume mix, up from 14 percent
just a year ago. Aguafina, Lipton
|': Iced Tea and Frappuccino
brands led the pack.

04 105 06

|
U.5. Non-Carb I\lﬁlix

Growing global portfolio. |
We have leading brands and
exciting innovation across

our global portfalic of !
non-carbonated beverages.

4 2006 PEPSIAMERICAS ANNUAL REPORT |
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portfolio. We have a robust innovation calendalr‘ in

2007 with nearly half in carbonated soft drinks (C5Ds).

Since this category is more than 80 percent of our U.S.
business, having CSD innovation is critical.

i !
Qur 2006 acquisition of the Ardea Beverage Company,

makers of airforce Nutrisoda, is also enhancing ‘our
relevance with health-conscious consumers. Tagged
“good soda,” Nutrisoda satisfies these consumers’
demand for stylish beverages that taste good. |

We strive' to have the |

broadest portfolio of |,
products that provide our
consumers with vanety

quality and reaxmterwnent'|

In our international h’\arkets, we continue to add to our
portfolio to fully participate in all categories: CSDs,
water, teas, juices, juice drinks, sports and energy
drinks. Uniguely, all of these categories are growing in
our international businesses with tremendous patential
for continued growth. *.

In the months and years ahead, PepsiAmericas will
continue to efficiently deliver the brands that l
consumers want. O




Driving Efficiency

More effective supply chain lowers costs and improves customer service

!
Each day in the U.S,, 2,000 trucks pull away from more
1than 120 PepsiAmericas distribution centers, stocked
‘'with more than 450 SKUs for over 200,000 customers,
’We rely on exacting processes, sophisticated technology
and well-trained employees to forecast our production
needs, and then accurately fill and deliver our

customers' orders.
]

- As the number of SKUs we manage grows, it adds
complexity and, potentially, costs. A sound supply
' chain strategy helps us manage this complexity.

“We will improve customer
'service in three ways —

through better planning,
selling and delivery:.

In 2006, we began a test of new applications. Named
| Customer Optimization, the initiative will improve
demand forecasting, increase selling capability through
: technology, and enhance warehouse processes to build
highly accurate orders. With real-time customer and
inventory information on the go, our front-line sales
teams will be better equipped. The end result will be
reduced out-of-stocks, a more efficient supply chain

i and better customer service,

Also in 2006, PepsiAmericas introduced One Touch, an
innovative delivery solution to high-volume accounts
with limited in-store display options, This initiative
routes product from the manufacturing plant,

bypassing our distribution centers, directly to our
customers' stores, which lowers our handling and

transport costs.

We also installed new production lines that blow and
fill bottles in line. Producing more than 18 million cases
a year, the "combi-lines” are both helping to fill
consumer demand and lowering production costs.

This innovative approach is what helps PepsiAmericas’
supply chain stay on top of the change curve. O

Effectiveness and
efficiency. Enhanced
hand-held technology
pravides real-time
customer and inventory
informaticn for our
front-line sales teams. In
addition, our international
operations added
capabilities for unigue
packaging an our Toma
juice {ine.

iy

P by
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Growing Globally

]
I |
C

Geographic expanlsmn and dwersnflcatlorr bring greater balance to business portfoll

Cur internationa! operat!ons are an increasingly |
important contnbutor to PepsiAmericas’ overall results.
We have made s;gnlf:cant progress in improving the '
profitability of ou.llr existing|markets, as well as expanqlnb

our geographic footprint‘| into emerging markets.

|
Lo .
Just three years ago, PepsiAmericas’ Central Europe

|
and Caribbean businessesigenerated their first
combined profit.lin 200(3, international businesses,
including the ne\}vly acqt;Jired Romanian market,

contributed over, $25 milllion in operating profit. '

Increasing significance. Internationa

;their profits from a year ago and we
added Romania in July 2006.

<

5 o3
Hw
04 05 |06

Internatlonal
Operating Income

i
6 2006 PEPSIAMERICAS ANhiUAL REPORT

|

}

| loperating profits rose to $25.9 m:lhon
| in 2006, as existing markets doubled
|

|

i

|

1

i

|.
Portfolio expansion was at the heart of these ir‘nproved
results. in Central Europe, we now have leading brands
in the growing juic'e and tea categories driven II:ay
package and product innovation, as well as inclr‘eased
marketing activity. We also have a broader Iine:up in the
important water category in Hungary, with the:recent
launch of a low mineral water. In the Caribbean; we
continue to broaden our product portfolio, incl'uding
recent additions of a local juice brand, beer anc::i a
non-alcoholic malt beverage. We have also partnered
with Frito Lay in Trinidad, Hungary and the Czeli:h
Republic, increasinci:] customer relevancy while l'

leveraging our supply chain.

|
We strengthened our '.
international portfolio l.=
through geographic |
expansion. |

In 2006, we complé,ted the purchase of Quadran"t-
Amrog’s bottling operaticns in Romania, with
distribution rights in Moldova, extending our ‘i
geographic footprint in a high-growth, emerging
market. As Romania enters the European Umonl.

in 2007, we expect additional synergies and growth
even as we manage short-term challenges of hlgher
raw material costs. We also entered into distribu;t_ion
agreements in Latvia, Lithuania and Estonia, further
extending our reachl‘with no capital investment elag
our Poland operations service these markets. |

|‘
In the years ahead, we will continue to drive expansion
in our product portfolio and geographic footprin:t to
further strengthen our international businesses. O

||
\
|
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PepsiAmericas at a Glance

Selected Brands: Pepsi, Mountain Dew, Aguafina, Sierra Mist Free, MDX, Wild Cherry Pepsi,

Lipton lced Teas, Mug Root Beer, Toma juice, Aquafina Sparkling, Tropicana juice drinks, AMP Energy,

Natura water, Starbucks Frappuccing, Diet Pepsi Jazz, Dole Sparkiers, Dr. Pepper, Aquafina FlavorSplash,

SoBe Lifewater, Nutrisoda, Sierra Mist Cranberry Splash, Toma Frutado, Prigat juices, Slice, Kristalyviz
water, Pepsi Max, 7UP, D&G Grape Soda, Mirinda, Ting, Malta Taina, Wonder Kola

United States Our U.S. business
extends throughout America’s
heartland, including 19 states, and
accounts for approximately 19 percent
of total U.S. PepsiCo volume. Non-
carbonated beverages represent over
18 percent of our U.S. volurme mix,
with our kargest brands including
Aquafing, Lipton Iced Tea, Frappuccino
and Tropicana juice drinks. Beyond
brands, package mix is critical to our
success, with our higher-margin
single serve package representing
approximately 22 percent of our total
bottle and can volume. Our U.S.
business accounts for 82 percent

of total company sales.

$3,245.8

2006 Net Sales (in millions)

Central Europe we market our
products in nine countries in Central
Europe, with bottling operations in
Hungary, Poland, Romania and the
Czech Republic. We also distribute
our products in Republic of Slovakia,
Moldova, Lithuania, Latvia and
Estonia. Leading brands in Central
Europe include Pepsi, Natura water,
Slice, Lipton Iced Tea and Toma juice
and juice drinks. We also sell Frito
Lay snack foods in Hungary and

the Czech Republic that increase
relevance with our customers.

Our Central European business
accounts for 12 percent of total
company sales.

$484.1

2006 Net Sales (n milions)

Caribbean Our Caribbean
business operates in five markets,
including Puerto Rico, Jamaica, the
Bahamas, Trinidad and Tobago, and
Barbados. We sell a variety of
carbonated soft drinks, including the
addition of Pepsi Max, and have an
even broader non-carbonated
beverage category than a year ago,
including the introduction of flavored
water, fruit drinks and other ltocally
relevant non-carbonated beverages.
We also sell Frito Lay snacks and beer
in certain markets. Our Caribbean
business accounts for 6 percent of
total company sales.

$242.5

2006 Net Sales (in milliors)

Channel Mix
Bottle/Can Cases

J

® Large Format 62%
® Small Format 21%
@ On-Premise 17%

Product Mix
Bottle/Can Cases

<

© TM Papsi 43%

© TM Dew 25%

©® CSD Flavors 14%

® TM Aquafina 8%

® Other Non-Carbs 6%
© TM Lipton 4%

Channel Mix
Bottle/Can Cases

&

Product Mix
Bettle/Can Cases

%ﬂl

Channel Mix
Bettle/Can Cases

Product Mix
Bottle/Can Cases

© TM Pepsi 45%

©® Wholesale 36%

& Water 21% @ Large Format 27%
© CSD Flavors 11% @ Small Format 26%
® Slice 8% ® On-Premise 11%
& Juica 8%

@ Other 7%

@ TM Papsi 53% © Large Format 48%
# CSD Flavors 18% ® Small Format 34%
® TMTUP 12% © Wholesale 10%

& Cther 9% ® On-Premise 8%

© Juice 5%

o Watar 3%
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Item 1. Business.

General : : R .

On November 30, 2000, Whitman Corporation merged with PepsiAmericas, Inc: (the “former PepsiAmer-
icas”), and.in-January 2001, the combined entity changed its name to PepsiAmericas, Inc. (referred to as - -

LIS

. . . . )
. “PepsiAmericas,” “we,” “our” and “us”). We manufacture, distributé and market a broad portfolio of beverage: -

*. products in the United States (“U.S ”), Central Europe and the Canbbean and have expanded our dlstnbutlon

to 1nclude snack foods and beer in certain markets. .
We sell a v'ariety of brands thiat we bottle under licenses from PepsiCo, Inc. (“PepsiCo”)-or PebsiCb joint  +

ventures, which accounted for approximately 90 percent of our total net sales in fiscal year 2006 We account

for approximately 19 percent of all PepsiCo beverage products sold in the U.S. In some territories, we

manufacture, package, séll and distribute products under brands llcensed by companies other than Pemeo

and in some territories we distribute our own brands, such as the Toma brands in Central Europe. h

Our distribution channels for the retail sale of our products include supermarkets, supercenters, c]ub G .
stores, mass merchandisers, convenience stores, gas stations, small’grocery stores, dollar stores and drug storcs R
We.also distribute our products through various olher channels mcludmg restaurants and cafeterias, vendmg
machines, and other formats that provide for immediate consumption of our products. Our largest dlStnbUthﬂ

" channels are supermarkets and supercenters, and our fastest growing channels in ﬁscal year 2006 were club

stores, drug stores, and dollar stores.

We deliver,our products through these channels primarily using a direct store delivery system Inour

- “territories; we are responsible for selling products, providing timely service 'to our existing customers and .

identifying and obtaining new customers. We are also responsible for local advertising and marketing, as well

as the execution in our territories of natlonal and reglonal selling programs instituted:by brand owners. The

bottling business is capital mtenswe1Manufactur1ng operations, require spectahzed high-speed equipment, and’ - S
distribution requires investment in trucks and warehouse facilities, as well as extensive placement of fountain
equipment and cold drink vending machines and coolers.

- In July 2006, we completed the:acquisition of the remaining 51 percent of Quadrant-Amroq Bottling
Company Limited.(“QABCL"),-a holding company that, through its subsidiaries, produces, sells and distributes
Pepsi and ‘other beverages throughout Romania, for a purchase price of $81.9 million, net of $17.0 million
cash acqinired.'In June 2005, we had initially acquired 49 percent of the outstanding stock of QABCL for
$51.0 million. In January 2005, we completed the acquisition of Central Investment Corporatlon (*CIC"}, the
seventh largest Pepsi bottler in the U.S., for a purchase price of $352.4 million: CIC had bottling operations in
southeast Florlda and central Ohio. Thls was our largest acquisition since the merger with the former .
Pep51Amcncas
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Our annual quarterly and current reports and all amendments to those reports, are included on our
website at www.pepsiamericas.com, and are made available, free of charge as soon- as reasonably practicable
after such material-is electronically filed with, or furnished to, the, Securities and Exchange Commission. Our
corporate governance guldclmes code of conduct, code of ethics and key, commlttee charters are available on .

‘our website and in'print upon written request to PepsiAmericas, Inc., 4000 Dain Rauscher Plaza, 60 South

Sixth Street, aneapolls Minnesota 55402, Attention: Investor Relations.

Business Segments .

See “Management’s Dlscussmn and Analysis of Financial Condition and Results of Operations” in Item 7
and Note 19 to the Consolidated Financial Statements for additional information regarding business and
operating results of our geographic segments. :




Relationshfp with _PtjpsiCo : ) '
PepsiCo beneficially owned approximately 44 percent of PepsiAmericas’ outstanding common stock as of
the end of f“ scal year]2006. - )

' '

Whtle we manage all phases of our operations, including pricing of our products, Pep51Amencas and
PepsiCo exchange productlon marketing and distribution information, benefiting both companies’ respectnve
efforts to lower costs! improve quality and productivity and increase product sales. We have a significant
ongoing relationship with PepsiCo and have entered into a number of significant transactions and. agreements
with PequCo We éxpect to enter into additional transactions and agreements with Pep51C0 in the future, .k

We plll'ChdSG corltcentrate from PepsiCo, pay royalties related to Aquafina products, and manufacture,
package, distributeiand sell carbonated and non‘carbonated beverages under various bottling agreements with
PepsiCo. These agreements give us the right to manufacture, package, sell and distribute beverage products of
PepsiCo in tboth bottles and cans, as well as fountain syrup in specified territories. These agreements provide
PepsiCo with the ab111ty to set prices of concentrates, as well as the terms of payment and other terms and '
conditions under whlzzh we purchase such concentrates. See “Franchise Agreements™ for discussion of
significant agrcemems We also purchase ﬁnlshed‘beverage and snack food products from PepsiCo, as well as

1
- products from certam affiliates of PepsiCo.

Other Slg]‘llﬁCﬁl’lt transactions and agreemcnts with PepsiCo include arrangements for marketing, promo-
tional and advemst’ng support; manufacturing services related to PepsiCo’s national account customers; and
procurement of raw materials (see “Related Party “Transactions” in Item 7 and Note 20 to the Consolidated
Financial Statements for further discussion). : '

Products a‘nd Pacitaging Vo - o

Our portfolto of‘r beverage products includes some of the best-recognized trademarks in the world. Our:
three Iargest brands i in terms of volume are Pepsi, Diet Pepsi and Mounrain Dew. While the majority of our.
volume is qenved from brands licensed from Pcp31Co and PepsiCo joint ventures; we also sell and distribute
brands licensed from others, as well as some of our own brands. Our top ﬁve beverage brands in fiscal year

2006 by geographtc area are listed below: - _i . _ :
% : " Central Europe ’ Caribbean
i H . . e ——

Pepsi ! o Pepsi . : ’ Pepsi 3_

Mountat'n Dew ' . Slice . upP

Diet Peps: f‘ ‘ . | Lipton Iced Teas T " Diet Pepsi
Aquaf ina : , Toma waters -_ ' Agquafina

- Diet Moumat'n Dew . o } Kristalyviz Malta Polar'

In addltton to the beverage products described above, we distribute snack food products in Trinidad and
Tobago, the Czech Repubhc Puerto Rico, and Hungdry pursuant to a joint venture agreement with Frito-Lay,
Inc., a subsidiary of JPCpSlCO as well as Beck’s brand beer in Poland through our partnership with InBev, a
leading global brewer -

Our beverages are available in different package types, mcludlng but not limited to, aluminum cans, glass
and polyethylene lcrephlhalale ("PET") botties, and bag-in-box packages for fountain use. The can and bottle

- packages are avallable in both single-serve and multi- pack offerings. During fiscal year 2006, our package . mix

i
was as follows (based on bottle and can volume):

Us. ‘ " Central Furope Caribbean
Aluminum Cans 2/2.5'iter PET Aluminum Cans ¢
20-ounce PET, 1.5-liter PET 2-liter PET ;
2lier PET 1. Half-liter PET 20-ounce PET '
Half;!iter PE:I" i Alun:linum Cans 10-ounce/300 ML glass.2
24-ounce PET 1.0-liter PET 10-ounce PET

) ' N !
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Territories

In the U.S., we serve a significant portion of a 19 state region, primarily in the Midwest. Outside the

"U.S., we serve Central European and Caribbean markets, including Poland, Hungary, the Czech Republic,

Republic of Slovakia, Romania, Puerto Rico, Jamaica, the Bahamas, and Trinidad and Tobago. We have
distribution rights in Moldova, Estonia, Latvia, Lithuania and Barbados. We serve areas with a total population
of approximately 156 million people. In fiscal year 2006, we derived approximately 82 percent of our net
sales from U.S. operations and approximately 18 percent of our net sales from non-U.S. operations (see

Note 19 to the Consolidated Financial Statements for further discussion).

Sales, Marketing and Distribution

Our ‘sales and marketing approach varies by region and channel to respond to unique local competitive . -
environments. [n the U.S,, channels with larger stores can accommodate a number of beverage suppliers and,
therefore, - marketing efforts tend to focus on increasing the amount of shelf space and the number of displays *
in any given outlet. In locations where our products are purchased for immediate consumption, marketing
efforts are aimed not only at securing the account but also on providing equipment that facilitates the: sale of
cold product, such as ~vending machines, coolers and fountain equipment. T s

Package mix is an‘important consideration in the development of our marketing plans. Although some
packages:are more expensive to produce, in certain channels those packages may have higher average selling
prices. For example, a packaged product that is sold cold for immediate consumption generally has better
margins than a product sold to take home. This cold drink channel includes vending machines and coolers.

-The full: service. vending channel has the highest gross margin of any distribution channel, because it

eliminates the middleman and enables us to establish the retail price. We own a majority of the vending
machines used to' dispense our products! We refurbish a majority of our cold drink equipment in our
refurblshmcnt centers.in the U.S. and Puerto Rico. o

‘I the U.S., we distribute directly to a majority of customers in our licensed territories through a direct
store distribution System. Our sales force is key to our selling efforts as it continually interacts with our
customers to promote and sell our products. During fiscal year 2004, we substanually completed our

conversion to Next Generation, a pre-sell system that allows account sales managers to call accounts in B

advance to determine how much product and promot1onal material to deliver. During fiscal year 2006, we
migtated the remaining former PepsiAmericas and CIC locations to our Next Generation selling platform, thus
achieving one sales platform for all U.S. locations. We have continued to address internal capabilities and
efficiencies throughout our organization. Starting in fiscal year 2007, we have realigned our organization in
the U.S. from a sales organization based on geography to one built around customer channels. This new

. structure will enable us to dedicate more resources and sales support to channels and customers that are
~ growing and help us to align more directly with the way our customers do business.

o In thc U.S:, the direct store dlstrlbuuon system is used for all packaged goods and certain fountain
accounls We have the exclusive right to-sell and deliver fountain syrup to local customers in our territories.

‘We have a number of managers who are responsible for calling on prospecnve fountain accounts, developing

relauonshlps selling products and interacting with customers on an ongoing basis. We also manufacture and
distribute fountain products and provide fountain equipment service to Pepsto customers in certain of our
territories in accordance with various agreements with PepsiCo. We operate a cali center, Pepsi Connect, in
Fargo, North.Dakota, which enables; us to provide the level of service our customers require in a manner that

is cost effecuve

In‘our non-U.S. markets, we use both direct store dlstnbutlon systems and thlrd-party distributors. In
these less developed markets sma!l retail outlets represent a large percentage of the market. However with the
emergence of larger, more soph;sncated retailers in Central Europe, the percentage of total soft drinks sold to
supermarkets and other larger accounts is increasing. In order to optimize the infrastructure in Central Europe
and the Caribbean, we migrated to an alternative sales and distribution strategy in which third-party
distributors are used in certain locations in an effort to reduce delivery costs and expand our points of
distribution.




Franchise Agreements

We conduct our busmess primarily under franchlse agreements with PepsiCo. These agreements give us
the exclusive right in" spemfied territories to manufacture, package, selt and distribute PepsiCo beverages, and
to use the related PepsiCo trade names and trademarks. These agreements require us, among other things, to
purchase concentrate for the beverages solely from PepsiCo, at prices established by PepsiCo, to use only
PepsiCo authorized’ contamers packages and Iabelmg and to diligently promote the sale and distribution of
PepsiCo beverages. iWe also have similar agreements with other brand owners such as Cadbury Schweppes .‘:
plc. ‘ ' ‘

i b
!

Set forth below is a summary of our Master Bottling Agreement with PepsiCo, pursuant to which we
manufacture, package‘ sell and distribute cola beverages in the U.S. We have similar agreements with PepsiCo
for non-cola beverages in the U.S., and for cola and non-cola beverages in countries other than the U.S. In
addition, we have smular arrangemenis with other compames whose brands we produce and distribute. Except
for the QABCL operatlons the franchise agreemems exist in perpetuity and contain operating and marketing
commitments and cioridmons for termination. The QABCL franchise agreement has a definite life. Also set |
forth below;:s a summary of our Master Fountain Syrup Agreement with PepsiCo, pursuant to which we
manufacture, sell andidlsmbute fountain syrup for PepsiCo beverages. -

Master, Bortlmg Agreement. The Master Bottling Agreement (the “Bottling AgTeement ") under which
we manufacture package sell and distribute colla beverages bearing the Pepsi-Cola and Pepsi trademarks was
entered into in November 2000. The Bottling Agreement gives us the exclusive and perpetual right, with the
exception of QABCL| to distribute cola beverages:for sale in specified territories in authorized containers. The
Bottling Agreement provides that we will purchase our entire requirements of concentrates for cola beverages
from PepsiCo at prices, and on terms and conditions, determined from time to time by PepsiCo. PepsiCo has
no rights under the' Bottlmg Agreement with respect to the prices at which we sell our products. PepsiCo may
determine from tlme to time what types of containers we are authorized to use.

Under the Botthng Agreement, we are obhgated to:

(1) maintain plants equipment, staff and famlltles capable of manufacturing, packaging and dlstnbutmg
the beverages in the authorized containers, and in compliance with all requirements in sufficient
quantities, 'to meet the demand of the territories;

(2) make necesslary adaptations to equ1pment to permit the successful introduction and delivery of .
products in sufficient quantities;

3) undertake adequate quality control measures prescribed by PepsiCo and allow PepsiCo representatwes

ll

to mspect all equipment and facilities to ensure compliance; . i

P
'

(4} v;gorous]y advance the sale of the beverages throughout the territories; - §

3) mcrease and fully meet the demand for the cola beverages in our territories using all approved means
and spend such funds on advertising and other forms of marketmg beverages as may be reasonably
required to meet the objective; and I ) e !

t I
(6) maintain such financial capamty as may be reasonably necessary to assure our performance under the
Botthng Aglieement ' _ )

The Botthng Agreement requires that we meet with PepsiCo on an annual basis to discuss the business
plan for the followiné three years. At these meetings, we are obligated to present the plans necessary to
perform the duties requ1red under the Bottling Agreement. These include marketing, management, advertising
and ﬁnanmal plans, Subsequently, on a quarterly basis, we are required to report on the status of the
lmplementa'uon of the approved plans. If we carry out our annual plan in all material respects, we will be '
deemed to have satisﬁed our obligations according to the Bottling Agreement, ’ _ ) ll

The Bottlmg Agreement provides that Pep51C0 may in its sole discretion reformulate any of the cola
beverages or d1scont1nue them, with some limitations, so long as all cola beverages are not discontinued.
PepsiCo may also mtroduce new beverages under the Pepsi-Cola trademarks or any modification thereof. If !

| ‘ ' : 6
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that occurs, we will be obligated to manufacture, package, distribute and sell such new beverages with the ..
same .obligations as they exist with respect to other cola beverages. We are prohibited from producing or
handling cola.products, other than those of PepsiCo, or products or packages that imitate, infringe or cause
confusion with the products, containers or trademarks of PepsiCo. The Bottling Agreement also imposes
requirements wrth respect to the use of PepsrCo 5 trademarks authorrzed containers, packagmg and Iabe]mg

PepsiCo can termmate the Bottling Agreement if any of the following occur:
(1) we become insolvent, file flor‘bankruptcy or adopt a plan of dissolution or liquidation;

(2) any person or group of persons, without Pep51C0 $ consent, acqu1res the right of beneficial ownership
of more than 15 percent of any class of voting securities of PepsiAmericas, and if that person or
group of persons does not terminate that ownership within 30 days;

(3) any dlsposrtron_of z;ny voting securities of one of our bottlmg subsidiaries or substantially all of our
bottling assets without PepsiCo’s consent;

(4) we do not make timely payments for concentrate purchases;

(5) we fail to meet quality control standards on products, equipment and facilities; or

(6) we fail to present or carry out approved plans in ali matenal respects and do not rectify the situation
. within 120 days.

:

We are prohibited from dssrgmng, transferring or pledgmg the Bottlmg Agreement wrthout PepsiCo’s

' pl'lOl' COHSCH[

.- ”

Master Fountain Syrup Agreement. The Master Fountain Syrup Agreement (the “Syrup Agreement”)
grants us the exclusive right to manufacture, sell and distribute fountam syrup to local customers in our .
territories. The Syrup Agreement also grants us the right to act as a manufactunng and delivery agent for
national accounts within our territories that specifically request direct delivery without usmg a middleman. In
addition, PepsiCo may appmnt us to, manufacture and deliver fountain syrup to national accounts that elect
delivery through independent distributors. Under the Syrup Agreement, we have the exclusive right to service
fountain equipment for all of the national account customers within our territories. The Syrup:Agreément '
provides that the determination of whether'an account is local or national is at thé sole discretion of PepsiCo."

The Syrup Agreement contains provisions that are similar to those contained in the Bottling Agreement
with respect to pricing, territorial restrictions with respect to local customers and national customers electing «« - -
direct delivery only, planning, quality control, transfér festrictions and related matters. The Syrup Agreement,.-
which we entered into in November 2000, had an initial term of five years and was automatically renewed for
an additional five-year period in November 2005 on the same terms and conditions. The Syrup Agreement is
automatically renewable for additional five-year periods unless PepsiCo terminates it for cause. PepsiCo has

‘the right to terminate the Symp Agreement without cause at any time upon twenty-four- :months notice. If’

PepsiCo terminates the Syrup Agreemeént without cause, PepsiCo-is required to pay us the fair market value of
our rights thereunder. The Syrup Agreement will terminate if PepsiCo terminates the Bottling Agreement,

Advertising
We obtain the benefits of national advertising campaigns conducted by PepsrCo and the other beverage,

compames whose products we sell. We supplement Pep51Co s national ad campaign by purchasing advertising
in our local markets, including the us¢'of television, radio, print and billboards. We also make extensive use of

in-store, point-of-sale displays to reinforce the national and local. advemsmg and to stimulate demand.

' . . !

Raw Materrals and Manufacturmg

Expendltures for concentrate constitute our largest lndwldual raw matérial cost. We buy varioussoft drink
concentrates from PepsiCo and other soft drink companies, and mix them’ with other ingredients in our plants,”

including carbon dioxide and sweeteners. Artificial sweeteners are-included in'the concentrates we purchase '

7




for diet soft drinks. The product is then bottled in a variety of containers ranging from 8-ounce cans to 2.5-
liter PET bottles to-vz;u'ious glass packages, depending on market requirements. .

In addition to concentralcs we purchase sweéteners, glass and PET bottles, aluminum cans, closures,
bag-in-box packages syrup containers, other packaging materials and carbon dioxide. We purchase raw
materials and supphes other than concentrates, from multiple suppliers. PepsiCo acts as our agent for the
purchase of several sflch raw materials (see “Related Party Transactions™ in Item 7 and Note 20 to the
Consolldated Financial Statements for further discussion of PepsiCo’s procurement services).

A portion of our; contractual cost of cans, plastic bottles and fructose is subject to price fluctuations based
on commodity price changes in aluminum, PET, resin and comn, respectively. We periodically use derivative
financial instruments to hedge the price risk associated with anticipated purchases of commeodities.

The inability of lsuppliers to deliver concentrates or other products to us could adversely affect operating
results. None of the raw materials or supplies in use is currently in short supply, although factors outside of
our control icould adversely impact the future availability of these supplies. During the second half of fiscal
year 2005, we expenenced a shortage of PET bottles in the U.S. that adversely impacted our volume

performance.
!

Seasonality :

Sales of our products are seasonal, with the second and third quarters generating higher sales volumes
than the first and fourth quarters. Approximately 54 percent of our sales volume in fiscal year 2006 was
generated during the 'second and third quarters. Sales volumes in our Central Europe operations tend to be
more seasonal and sensitive to weather conditions than our U.S. and Caribbean operations.

f .

Competition I !

The carbonated soft drink and the non- carbonated beverage market are highly competitive. Our principal
competitors are bottlers who produce, package, sell and distribute Coca-Cola carbonated soft drink products.
Additionally, in bothithe carbonated soft drink and non-carbonated beverage markets, we also compete with
bottlers and distribitors of nationally advertised and marketed products, bottlers and distributors of regionally
advertised and markéted products, as well as bottlers of private label products sold in chain stores. The
industry competes pnmarlly on the basis of advertising to create brand awareness, price and price promotions,
retail space management customer service, consumer points of access, new products packaging innovations
and distribution methiods. We believe that brand recognition is a primary factor affecting our competitive
position, | :

Emp]oyee§

We employed approxlmately 17,100 people worldwide as of the end of fiscal year 2006. This included
approximately 12,200 employees in our U.S. operdtlons and approximately 4,900 employees in our '
non-U.S. operations.!Employment levels are subject to seasonal variations. We are a party to collective
bargaining agreements covering approximately 5,800 employees. Eighteen agreements covering approximately
1,600 employees will be renegotiated in 2007. We regard our employee relations as generally satisfactory.

Government Regulation

Our oi)eratioﬁs and properties are subject to ‘regulation by various federal, state and local governmental
entities and agencies in the U.S., as well as non-U.S. governmental entities. As a producer of beverage |
products, we are subject to production, packaging, quality, labeling and distribution standards in each of the ,
countries where we have operations including, in the U.S., those of the Federal Food, Drug and Cosmetic Act. "
In the U.S., we are also subject to the Soft Drink Interbrand Competition Act, which permits us to retain an
exclusive right to ménufacturc distribute and sell a soft drink product in a geographic territory if the soft
drink product is in substantlal and effective competition with other products of the same class in the same
market or markets. We believe that there is such substantial and effective competition in each of the exclusnve

]
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territories in which we- operate. The operations of our production and distribution-facilities are subject to * -
various federal, state and local environmental laws and .workplace. regulattons both in the U.S. and abroad.
These laws and regulations include! in'the U.S:, the Occlpational Siféty’ and Health Act, the Unfair Labor .
Standards Act, the Clean Air Act, the Clean Water Act'and laws relating o the mairitenance ‘of. fuel storage

" tanks. We belteve that our current legal and environmental compliance programs adequately address these

areas and that we are m substanttal compltance with apphcable laws and regulattons I

.,,u.t f 4

Of spec1ﬁc note, in .lamatca vlre are sub]ect to the regulatory oversighit of the Nattonal Resources
Conservation Authonty (“NRCA™). Followtng d1seussrons with the NRCA’ about an effluent treatment plan,
we decided to construct a wastewater treatment . facility in pannershtp with another company., Operatlon of the .
facility will be govemed by a shared services agreement. Construction of the fac1hty should be completed by
the énd of ﬁscal year 2007 Construction.and operatmg costs for the’ facnltty are’ not anttcrpated to be matertal

- ' . - A ....'{-"' . *

Environmental Matters . ' . S REUTR

Current Operations. . We maintain compltance w1th federal, state and locaI laws and regulanons relatmg

-to materials used in production and to the discharge or-emission of wastes, and other laws and- regulatlons

relating to the protection of the environment. The capital costs of such management and compliance, mcludtng
the modlﬁcatton of exrsttng plants and the 1nstallatton of niew manufacturtng processes are not matenal to our
contlnumg operattons ' | - :

We are defendants in environmental lawsuns that .anise in the. ordmary course of business, none of Wthh
is expected. to have a material adverse effect on our ﬁnancral condition, although amounts recorded in an
pe gh Y.

given period could be material to. the results of operattons or cash flows for that pertod o

Dtscontmued Operanons — Remedtanon "Under the agreement pursuant to ‘which we sold our subsnd—‘
iaries, Abex Corporatton and Pneumo Abex Corporatton (colleetlvely, “Pneumo Abex™), in 1988 and a L -
subsequent settlement agreement: entered into lnISeptember 1991 we, have assumed mdemntﬁcatton obliga- = '
tions for.certain env1ronmental liabilities of Pneumo. Abex, after any insurance recovertes Pneumo Abex has
been and is subject to a number of environmental.cleanup. proceedings, mcludtng respon51b111t|es under the
Comprehenswe Environmental Response,- Compensanon and Liability Act and ‘other; related federal and state .
laws regarding release_or disposal of wastes' at’ on’ sne and’ off-sne locattons“[n some proceedings, federal, . ot
state and focal government agencies are involved and other major corporattons have been named as ‘potentially o
respon51ble parties. Pneumo Abex is also’subject to prlvate claims and lawsuits for remediation of - propertles
prevtously owned by Pneumo Abex and its subsndtanes b

There is an inherent uncertainty in assessmg the total cost to 1nvest1gate and remediate a: gtven site. Thts et
is because of the evolving and varying nature ‘of the remediation and allocation process. Any:assessment of :
expenses is more speculative in an early stage of remediation and is dependent.upon a number of variables
beyond the ‘contiol of ‘any party. Furthermore, there are often timing considerations, in that a portion-of the
expense incurred by Pneumo Abex, and any resultmg obllgauon of ours to’ 1ndemn|fy Pneumo Abex, may not
occur for a number of years

it
. 1 AT GRS

In fiscal year 2001, we mvesttgated the: use of insurance products to mitigate r1sks related to our”
mdemmﬁcatton obltgatlons undeér the 1988 agreement; as amendeéd; The insurance carriers required that we <

..employ an-outside consultant to perlorrn a comprehensive review of the forrner facilities operated or 1mpacted

by Pneumo Abex. Advances in the techniques of retrospective risk evaluation and increased expenence (and:
therefore: available-data) at our. former facilities made this comprehensiye revnew possrble The ‘consultant’s

- Teview was completed in fiscal year 2001 and was updated in the fourth quarter of fiscal year 2005 We have -

recorded our best estimate of our, probable ltabtltty under our tndemmﬁcanon obltganons usmg “this
consultant 's review and the assrstance of other professmnals ' F :

s

L "2 - (" . \' * *

At the end: ofaf'tscal year 2006,.we had $60.3 million- accrued to cover potenual tndemmﬁcatton .
obligations, compared t0:$87.5 million recorded at the end of fiscal. year . 2005. The decrease was prtmanly
due 1o payments made during. the year for remediation acttvmes legal and administrative fees and settlement
costs,. This 1ndemmﬁcatton obligation tncludes costs assoc1ated wnh approximately 20 sites in.various stages

- ':"‘.- .
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of remediation. At thel present time, the most significant remaining indemnification obligation is associated
with the Willits site, as discussed below, while no other single site has significant estimated remaining costs
associated with it. Of the 1otal amount accrued, $26.2 million was classified as a current liability at the end of
fiscal year 2006 and $30 5 million at the end of fiscal year 2005. The amounts exclude possible insurance
recoveries and are determmed on an undiscounted cash flow basis. The estimated indemnification liabilities
include expenses for the investigation and remediation of identified sites, payments to third parties for claims
and expenses (mcludmg product liability and toxic tort claims), administrative expenses, and the expenses of
on-going evaluations and litigation. We expect a. s1gn1ﬁcam portion of the accrued liabilities will be disbursed
during the next 5 years.

]ncluded in our ihdemniﬁcation obligations is financial exposure related to certain remedial actions
required at 4 facility that manufactured hydraulic and related equipment in Willits, California. Various
chemicals and metals contanunate this site. In August 1997, a final consent decree was issued in the case of
the People of the Stat¢ of California and the City of Willits, California v. Remco Hydraulics, Inc. This final
consent decree was an:lended in December 2000 and established a trust which is obligated to investigate and
clean up this site. We are currently funding the investigation and interim remediation costs on a year-to-year’
basis according to the'final consent decree. We have accrued $22.8 million for future remediation and trust
admxmstratton costs;, w1th the majority of this amoum to be spent over the next several years, '

We continue to have environmental exposure related to the remedial action required at a facility in
Portsmouth, Virginia (consnslmg principally of soil treatment and removal) for which we have an indemnity -
obligation to Pneurrio ‘Abex. This is a Superfund site, which the United States Environmental Protection
Agency requlred Pneu'mo Abex to remediate. Since inception of the remediation, we made indemnity payments
of approximately $43. 7 million (excluding $3.1 million of recoveries from other responsible parties) for
remediation of the Portsmouth site through fiscal year 2006. We have accrued and expect to incur an estimated
$1.1 million to complete the remediation and for administration and legal defense costs over the next several
years.

Through the end 'of fiscal year 2004, we had accrued approximately $18.2 million related to several
investigations regarding on-site and off-site disposal of wastes generated at a facility in Mahwah, New Jersey.
In fiscal year 2005, a s:gmf icant portion of our hablilty was settled and remaining obligations are not deemed
to be significant, |

Although we have certain indemnification obllg..mons for environmental liabilities at a number of sites
other than the sites dlscuqsed above, including Superfund sites, it is not anticipated that additional expense at
any spemﬁc site will have a material effect on us. At some sites, the volumetric contribution for which we
have an obligation has been estimated and other large, financially viable parties are responsible for substantial
portions of the remcun'der In our opinion, based upon information currently available, the ultimate resolution
of these claims and hugauon including potential environmental exposures, and considering amounts already
accrued, should not. have a matenal effect on our financial condition, although amounts recorded in a given |
period could be mater;llal to our results of operations or cash flows for that period.

Discontinued Op’erauans — Insurance. During fiscal year 2002, as part of a comprehensive program
concerning environmental liabilities related to the former Whitman Corporation subsidiaries, we purchased
new insurance coverage related to the sites previously owned and operated or impacted by Pneumo Abex and
its subsidiaries. In addition, a trust, which was established in 2000 with the proceeds from an insurance
settlement (the Trust”) purchased insurance coverage and funded coverage for remedial and other costs
(“Finite Funding”) related to the sites previously owned and operated or impacted by Pneumo Abex and its *
subsidiaries. ‘r <

i

Essentially all of;the assets of the Trust were expended by the Trust in connection with the purchase of,
the insurance coverage, the Finite Funding and related expenses. These actions have been taken to fund
remediation and re]aled costs associated with the sites previously owned and operated or impacted by Pneumo
Abex and its subsidiaries and to protect against additional future costs in excess of our self-insured retention.
The original amount éf self-insured retention (the amount we must pay before the insurance carrier is
obligated to, begin payments) was $114.0 million of which $42.9 million has been eroded, leaving a remaining
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- self-insured retention of $71.1 million at the end of fiscal year 2006. The estimated range of aggregate
exposure related only to the remediation costs of such environmental liabilities is approximately $30 million to
£50 rmlhon We had accrued $31.5 million at the end of fiscal year 2006 for remediation costs, which is our
best, estlmate of the contingent liabilities related to these environmental matters. The Finite Funding may be
used to pay a portion of the $31.5 million and thus reduces our future cash ‘obligations. Amounts recorded in
our’ Consolldated Balance Sheets related to Finite Funding were $13.7 million and $19.6 mllltlon at the end of |
fiscal years 2006 and 20035, respectively, and are recorded in “Other asséts, ” net of $4. 2 million and
" $5.4 million recorded in “Other current assets,” at the end of ﬁscal years 2006 and 2005 respectwely

In addmon we had recorded other rece:vables of $7.8 mtlhon and $11.4 million at the end of fiscal years
2006 and 2003, respectively, for future probable amounts fo be recewed from insurance compames ‘and other

. responsrble parties. These amounts were recorded in “Other assets” in the Consolidated Balance Sheets as of .
" the end of each respective period. Of this total, no portion ‘of the receivable was reflected as current at the end

of fiscal’ years 2006 or 2003, *

On May 3[ 2005 Cooper Industnes LLC (“Cooper”) filed and later served a lawsuit against us, Pneumo
Abex LLC and the “Trustee of the Trust (the “Trustee”), captioned Cooper Industries, LLC v. PepsiAmericas,
. Inc., et al Case No. 05 CH 09214 (C‘ook Cty: Cir. Ct.). lThe claims involve the Trust and-insurance. policy
. described above. Cooper asserts that it was entitled to-access $34 million that previously was in the Trust and

_ that was used to purchase the i insurance policy. Cooper cla1ms that Trust funds should have been distributed

for underlymg Pneumo Abex asbestos claims indemnified by Cooper Cooper complains that it was deprived
of ¢ access, to money in the Trust because of the Trustee’s decision to use the Trust funds to purchase the
insurance poticy described above. Pneumo Abex, LLC, the corporate successor to our prior subsrdlary, has
been dlsmrssed from the suit. L T
Durmg the, second quarter of, 2006 the Trustee’s motion to dlsmlss in whrch we had Jomed was granted
and three counts agamst us based on the use of Trust funds were dismissed wrth prejudrce as were all counts
against the Trustee on the grounds that Cooper lacks standing to pursue these counts because it isnota |
beneﬁcrary under the Trust. We then filed a separate motion to dismiss the remammg counts against us. Our -,
~motion was granted during the third quarter of 2006 and all remammg counts against us were dismissed with
prejudice. Cooper subsequently filed a notice of appeal with regard to all rulmgs by the court dismissing the -
counts-against us and the Trustee. Bneﬁng of Cooper 8 appeal is expected to take place during the first half of

. ﬁscal wyear 2007.
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' Dzsconnnued Operations —, P::oduct Liability and Toxic Tort Clarms We also have certain indernniﬁ-
~ cation obllgatrons related to product Ilabrhty and toxic tort claims that might emanate out of the 1988
agreement with Pneumo Abex. Other companies not ‘owned by or associated with us also are responsible to
Pneumo Abex for the ﬁnanc1al burden of all asbéstos product hablllty claims filed against Pneumo Abex after

a certam date in 1998, except for certain.claims indemnified by us. - ) L

(“l

_' e ﬁscal year 2004, we noted. that three mass- ﬁled lawsurts accounted for thousands of clarms for whrch
Pneumo Abex claimed 1nclemmﬁcanon During the last quarter of fiscal year 2005, these and other related

claims were resolved for an amount’ we 'viewed as reasonable grven ‘all of the circumstances and consistent

- wuh our prior Judgments as to valuation. We- ‘have received year-end 2006 claim statistics from law firms and
Pneumo Abex which reflect the resolution. of those claims and the remaining cases for which Pneumo Abex
clalms mdemnlﬁcanon from PepsnAmencas After giving effect to the noted resolution of prior mass-ﬁled

' clarms at the end of fiscal year 2006, there.are les$ than 7, 500 claims for which indemnification is claimed.”

2Of these clalms approxlmately 5,200 are filed in federal court and are subject to orders issued by the Multi- B

) Dtstnct ngauon panel, which effectlvely stay all federal clarms subject to specific requests 10 activate a

partrcular ‘claim or a discrete group of claims. The remaining cases.are in state court and some are in “pleural

‘ reglstness or other similar classifications that cause a casé not to be’ allowed to go.to trial unless there is a

specrﬁc showing -as to a particular plamtlff Over 50 percent of the.state’ court ¢laims - were filed prior to or in
- 1998, Prior to: 1980, sales ceased for the asbestos- -containing product claimed to have generated the largest
subset of the open cases, and, therefore, we expect a decreasing raté of individual claims for that subset of

C o 11




| : «

cases, Our employees!and agents manage or monitor the defense of the underlying claims that are or may be
indemnifiable by us. } - .‘,

At the end of ﬁsg:al years 2006 and 2005, we had accrued $5.5 million and $7.0 million, respectively,
related to product liability. These accruals primarily relate to probable asbestos claim settlements and legal
defense costs. We alst‘) have additional amounts accrued for legal and other costs associated with obtaining
insurance recoveries for previously tesolved and currently open claims and their related costs. These amounts
are included in the total liabilities of $60.3 million accrued at the end of fiscal year 2006. In addition to the
known and probahle asbestos claims, we may be subject to additional asbestos claims that are possible for -
which no reserve hdd]becn established at the end of fiscal year 2006. These additional reasonably possible
claims are pnmanly zisbestos related and the aggregate exposure related to these possible claims is estimated
to be in the range of $6 million to $17 million. These amounts are undiscounted and do not reflect any v
insurance récoveries t:hat we will pursue from insurers for these claims.

In addition, lhr’ee! lawsuits have been filed in California, which name several defendants including certain
of our prior subsidiaries. The lawsuits allege that we and our former subsidiaries are liable for personal injury
and/or property damaige resulting from environmental contamination at the Willits facility. There are approx-
imately 150 personal injury plaintiffs in the lawsuits seeking an unspecified amount of damages, punitive
damages, injunctive rehef and medical monitoring damages. We are actively defending the lawsuits. At this .
time, we do not beher‘e these lawsuits are material to our business or financial condition.

t

We have other indemnification obligations related to product liability matters. In our opinion, based on
the information currently available and the amounts atready accrued, these claims should not have a material
effect on our ﬁnancnal condition.

We also pammpate in and monitor insurance-recovery efforts for the claims against Pneumo Abex,
Recoveries from insufers vary year by year because certain insurance policies exhaust and other insurance |
policies become rcspt')nswe Recoveries also vary due to delays in litigation, limits on payments in pamculaf
periods, and because 1nsurers sometimes seek to avoid their obligations based on positions that we believe are
improper, We, assnstcd by our consultants, monitor the financial ratings of insurers that issued responsive
coverage and the c]alms submitted by Pneumo Abex.

. |
Executive Officers o‘f the Registrant

1 I -
QOur executive oijﬁcers and their ages as of February 27, 2007 were as follows:

Name } Age Position

Robert C. Pohlad ............. 52 'Chairman of the Board and Chief Executive Officer 5
Kenneth E. Kelser ............. 55 President and Chief Operating Officer

Alexander H. Ware ............ 44  Executive Vice President and Chief Financial Officer

G. Michacl Durkin, Jr. ... ... ... 47  Executive Vice President, U.S. Operations 1
James 'R Rogers .............. 52 Executive Vice President, International Operations .
Jay S. Hulbert. /. ............. 533 Senior Vice President, Worldwide Supply Chain '
Anne D. Samplel .............. 43 Senior Vice President, Human Resources ‘
Timothy W. Gorman ............ 46  Vice President and Controller

Andrew R. Stark .............. 43 Vice President and Treasurer

Each executwe ofﬁcer has been appointed to serve until his or her successor is duly appointed or his 0r
her earlier removal or resignation from office. There are no familial relationships between any director or -
executive officer. The following is a brief description of the business background of each of our executive
officers.

Mr. Pohtad became Chief Executive Officer of PepsiAmericas in November 2000, was named Vice -
Chairman in January]ZOOl and became Chairman in January 2002. Mr. Pohlad served as Chairman, Chief
Executive Officer and director of the former PepsiAmericas prior to the merger with Whitman Corporation, a
position_ he had held fnnce 1998. From 1987 to present, Mr. Pohlad has also served as President of Pohlad -

H
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: wholly owned subsndtary of the former PepsiAmericas, from 1990 to November 2000. Mr. Keiser is also a

. 2003 to March 2005, Mr. Ware had ‘served as Senior Vice Presidenit, Planmng and Corporate Development.

¥

Compames Mr. Pohlad is also a d1rector of MAIR Holdings, Inc. and has served as its Chatrman since March
2006 :

Mr Kelser was named Presrdent and Chief Operating Ofﬁcer in- January 2002 w1th respons1brl|t1es for the
“global: operattons of PepsiAmericas. From -November 2000 to January. 2002, Mr. Keiser had served as Presrdent
, and Chief. Operating. Officer, U.S. of PepsiAmericas. Mr. Keiser served.as President, and Chief Operating .
Ofﬁcer of the former: PepsrAmencas prior to the merger with Whitman Corporation, a-position he had held-
since1998. Mr. Keiser: was- -President and:Chief Operating. Officer of Delta Beverage Group, Inc. (“Delta”), a

drrector of C H. Robrnson Worldwide, Inc. : . o ) _',-. ¢

~Mr. Ware was named Executive Vice Prestdent and Chief Fmancra] Ofﬁcer in March. 2005:. Fl'om January T

- Prior to-this role, he ‘served as Vice Président Finance-for the East Group of Pep51Amencas since 1999. He

Jjoined PepmAmencas as Director of- Flnance for PepsiCo’s Heartland Business Un1t which was acquired by

PepstAmencas from Peps1Co in 1999. Prior to this position, he had served in various stratégic planning and’
corporate development roles within PepsrCo since 1994. - L ‘ ) :

: ‘Mr Durkm wasTnamed Executive Vice President of U.S. Operatrons in. March 2005. Prior to this role; +~
M Durkm served as' Chief Financial Officer of PepsiAmericas since*2000; and as Semor Vice’ Presndent East
Group, for a subsidiary of Whitman Corporation, from March 1999 to November 2000. Prior to'such position,
-~ M., Durkm was' Vice Presrdent Customer Development of PepsrCo s Heartland Business Unit, .which- was
acqutred by PepsrAmencas from PepsrCo in 1999 Mr Durkin also s€rves on the Board of Directors of The
Schwan Food Company, Inc. _ L g ;’

[ ' "
Wit

"Mr. Rogers was named Executive Vice President, International. in September 2004 Prior to this

- appomtment the! served 'as Senior. Vice President/General Manager of Central:Europe since August 2000. Prior

Lo jommg;PepsrAmencas he was Vice President; Sales and Marketmg, Southem Callforma for The Pepsi - -

g Bottlmg Group Inc from July 1999 to- August 2000 - 'w-"-': RN TR
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Mr Hulbert wis named Senior Vtce Presrdent Worldwrde Supply Cham of PepsnAmencas in December
2002 From November 2000 through Dec:ember 200% he served as Semor Vtce President, Operations of .
PepsrAmencas Prior to'the merger with Wlntman Corporatlon Mr Hulbert held the position of Director of .
Operatlons of Delta, .

‘.*j‘, s

N -n.‘:” o Ms Sample was named Senior Vlce President,: Human ‘Resources in May 2001, Ms Sample joined Pepsi-

' 1

Cola North.Ameri¢a in 1988 as'a Human Resources Manager: in thé field opérations. During her 10 years with
PepsiCo, she held numerous human resource positions. From 1997 to 200{) she served:as, Vlce Presrdent of
Leadersh1p, Staffing and Development of Citibank. e e P DA

Mr Gorman has been with PepsiAmericas since 1984-and has served-in various finance and tax posmons

T

Mr "Gorman. .became Vice:President and Controller in May 2003. Prior.to this role Mr Gon‘nan served as Vice

Pres1dent Planmng and Reportmg smce ‘August 1999. R s

Mr. Stark _]omed PepsrAmencas in 1993, working in compensauon and benefits Since 1996, he has
served-in varrous treasury positions; berng named Assntant Treasurer in August 1998. In July 2002 Mr. Stark -~

was named Vtce Preswlent and- Treasurer YT Co . R SRR
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Item 1A. Risk Factlors.

The following ar:e certain risk factors that could affect our business, financial condition, operating results
and cash flows. These risk factors should be considered in connection with evaluating the forward-looking
statements contained i in this Annual Report on Form 10-K because these risk factors could cause our actual -
results to differ matena]ly from those expressed in any forward-looking statement. The risks we have
highlighted below are not the only ones we face. If any of these events actually occur, our business, financial
condition, operating rlesults or cash flows could be negatively affected. We caution you to keep in mind these
risk factorsand to refraln from attributing undue certamty to any forward-looking statements, which speak
only as of the date of this report.

. 1 L L f
Our operating result.% may fluctuate based on changes in marketplace conditions, especially customer and.
competitor consolidation, changes in customer preferences, including our customers’ shift from carbonated
soft drinks to nan-calrbonated beverages, and unfavorable weather conditions in the territories in which we

operate. |

i
We face intense competition in the carbonated soft drink market and the non-carbonated beverage market

and are impacted by lboth customer and competitor consolidation. Our response to marketplace competition
and retailer consohdauons may result in lower than expected net pricing of our products. Retail consolidation
has increased the 1mponance of our major customers and further consolidation is expected. In addition,
competitive pressures may cause channel and product mix to shift from more profitable channels and packages
and adversely affect our overall pricing. Our efforts to improve pricing may result in lower than expected
volumes. Changes mlnet pricing and volume could have an adverse effect on our business, results of .
operations and ﬁnancml condition. ‘ ;

Health and we]lness trends have decreased demand for sugared carbonated soft drinks and shifted interest
to diet soft drinks and non-carbonated beverages. In response to changes in consumers’ preférences, . we have
increased our empha51s on non-carbonated beverages, including Aquafina, Tropicana juice drinks, Lipton Iced
Tea, energy drinks, aind diet carbonated beverages. Our business could be adversely impacted by our inability
to offset the dectine i m sales of sugared carbonated soft drinks with sales of diet soft drinks and non- _
carbonated- beverages Because we rely mainly on PepsiCo to provnde us with the products that we sell, if
PepsiCo fails to devclop innovative products that respond to these and other consumer trends, this could put us
at a competitive disadvantage in the marketplace and adversely affect our business and financial results. In
addition, cur businfes's could be adversely affected by other consumer trends, such as consurner health concerns
about obesity, produrl:t attributes and ingredients. Consumer preferences may change due to a variety of factors,
including the aging of the general population, changes in social trends, changes in travel, vacation or leisure
activity patterns or a'i downturn in economic conditions.

Additionally, bu;r business is highly seasonal and unfavorable weather conditions in our markets may
impact sales volume: Sales volumes in our Central Europe operations tend to be more sensitive to weather .
conditions than our U.S. and Caribbean operations.

An increase in the pnce of raw materials, natural gas and Juel or a decrease in the availability of raw mate-
rials, natural gas and Sfuel could adversely affect our financial condition. Disruption of our supply chain
also could have an adverse effect on our business, financial condition and operating results.

Increases in the price of ingredients, packaging materials, other raw materials, natural gas and fuel could
adversely impact dug earnings and financial condition if we are unable to pass along these higher costs to our
customers. The inability of suppliers to deliver concentrate, raw materials, other ingredients and products to us
could also. adversely¥ affect operating results. The. inability of our suppliers to meet our requirements could
result in short-term shonages until alternative sources of supply could be located. In particular, we require
significant amounts of aluminum cans and plastic bottle containers to support our requirements. Failure of our
suppliers to meet pur purchase requirements could reduce our profitability. In addition, we also require access
to significant amoun‘lts of water. Any sustained interruption in the supply of these materials or any significant
increase in their prices could have a material adverse effect on our business and financial results. '
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‘stock. As a result, PepsiCo is able to srgmﬁcantly affect the outcome of our shareholder votes, thereby

. Energy prices, including the price of natural. gas gasoline and diesel fuel, are cost dnvers for our "
business. Sustained high energy or commodity prices could negatively impact our operatlng “results and
demand for our products. Events such as natural disasters cou]d impact the supply of fuel and could impact -
the - tlmely delrvery of our products to out customers :

+ ; TN e ,_-.‘ . . . r L
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Our ability'to make move and sell products is crtttcal to our success Damage or dlSl‘UpthI’l to our supply
chain, mcludmg our manufactunng or distribution’ capabtllttes ‘due to weather, natural disaster! fire'or
explosion, terrorism, pandemic, strikes or other reasons could i impair ‘our ability to manufacture and sell our -
products. Failure to take adequate steps to mitigate the likelihood or potential impact of such events, ot to :

" _effectively manage such events.if they occur; could adversely -afféct. our business, financiat condttlon and '

‘results of operations, as well as requtre additional resources to restore our supply chain. In addition, unstable
economic- and pollttcal conditions or civil unrést in the countrtes in whtch we operate could have-a an adverse
effect on:our business results or financial condition. : -

VL . . e L . ) .
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The successful operatton ‘of our busmess depends upon our relauoushtp wrth PepsrCo, mciudmg u‘s level af
advertising, bottler mcenuves and brand mnovatton. We may.also have conﬂtcts of mterest w:th PepsrCo

e

We operate under var:ous bott]mg agreements with PepsiCo that allow us to manufaclure package
distribute and ‘sell carbonated and non -carbonated beverages: Oui-inability to comply with the terms and" .
conditions established in these agreements could result in termination of bottling agreements which would "
have a material adverse ipact on our short-term and long-term busmess These agreements provide that we*
must purchase all of the concentrate for PepsrCo beverages at prtces and on terms which are set by Pep51Co in -
its sole discretion. Any 51gn1ﬁcant concentrate prtce :ncreases could materta]ly affect our busrness and e
ﬁnanc1al results ‘ S : . N

B B .- +
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PepsiCo’s advertlsmg campatgns and thelr effectlveness bottler lncenttves provided by Pep51Co and
PepsiCo’s brand innovation directly impact our operations. ‘Bottler'incentives cover'a variety of initiatives to,
support volume and market share growth The level of ¢ support is negotlated regularly, and, can be mcreased or
decreased at the dlSCI‘C[lOl‘l of PepsiCo. Pepano i§ under no obltgatron to’ contmue past levels Bf support in the
future. Material changes in eéxpected levels of bottler incéntive payments and other support ar;rangements could'
adversely affect future results of operations, Funherrnore if the sales 'volume of sugaréd carbonated beverages
continues todecline, our, sales volume: growth will- mcreasmgly depend on. product innovation by Pep51Co 1‘,

.Even if PepsiCo maintains' a robust. ptpelme of inew products we- may be unable 10 achieve volume" growth
_ through product and packaging initiatives. -

PepsrCo also provides procurement services for certarn raw matenals wh:ch result in rebates from vendors
as a result of procurement volurie+Cost of goods sold may be negatively impacted if we are tnable‘to
-maintain targeted volume levels to secure such anttcrpated rebates or, 1f PepstCo no longer prov1des this
service on our behalf. Coe RIS IR IR S T
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Our past and ongoing relationship. with Pep51Co could glve rise to. conflrcts of interest.- These potenttal .
conflicts include balancing the Ob_]CCIIVES ‘of mcreasmgtsales volume of Pepano beverages and maintaining or
increasing our profitability. Other possrble conflicts could relate to the nature, quahty and prlcmg -of services.-
or products provided to us by PepsiCo or by us to PepsiCo. In addttlon one member of our Board of Directors

is a Senior Vice President at PepsiCo. . PO VL P . o -

a4

. . - f . ' .
In addtt:on under our Master Bottlmg Agreement we must obtam PepStCo 8 approval to acqulre any .
independent PepsiCo bottler. PepsiCo:has agreed not to withhold. approval for any acquisition within
agreed-upon U.S. territories if we have successfully negotiated the acquisition and, in PepsiCo’s reasonable
Judgment satisfactorily performed our obligations,under-the Master Bottling Agreement S T oy
it ‘»__,.. . f . e ‘ﬂ_.
At the end of fiscal year 2006 PepstCo beneﬁc1ally owned: approxrmately 44 percent of our common i

affecting matters concerning us. L : T

1
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A negative change in our credit rating or the a;’ailability of capital could impact borrowing costs and finan-

cial results." . !

We depend in part upon the issuance of unsecured debt to fund our operations and contractual
commitments. A number of factors could cause us to incur increased borrowing costs and to have greater
difficulty accessing publlc and private markets for unsecured debt. These factors include the global capital
market environment and outlook, our financial performance and outlook, and our credit ratings as determined
primarily by rating agenc1es It is possible that our other sources of funds, including available cash, bank
facilities and cash ﬂow from operations, may not pr0v1de adequate liquidity to fund our operatiens and

contractual commitments. ‘
o >
- . .
Because our international operations are conducted under multiple local currencies, our operating results
experience foreign currency fluctuations.

QOur non-U.5. operallons are exposed to foreign exchange rate fluctuations resulting from foreign currency
transactions:and translatlon of the operatlons ﬁnanmal results from local currency into U.S. dollars upon
consolldatlop As excpange rates vary, revenue and other operating results, when translated, may differ
materially from expectattons.

v
: '

f St S . . ‘ e '
The cost to remed;qtel environmental concerns associated with previously owned subsidiaries could be mate-
rially different than our estimates.

We are subject ul; federal and state requirements for protection of the environment, including those for the
remediation of contammated sites related to previously owned subsidiaries, We routinely assess our environ-
mental exposure, mc]udmg obligations and cominitments for remediation of contaminated sites and assess- |
ments of ranges and f)robablhtles of recoveries from other responsible parties, including insurance providers.
Due to the regulatory complexities and risk of unidentified contaminants on our former properties, the
potential exists for re{nedlatlon costs to be materially dlfferent from the costs we have estimated.

i .
We cannot predwt the outcome of legal proceedings and an adverse determination could negatively impact
our ﬁnanc:al results, rnor can we predict the nature or outcome of future legal proceedings.

The nature of oplcratlons of previously owned subsidiaries exposes us to the potential for various claims
and lmgatlon related to, among other things, personal injury and asbestos product liability claims. The nature
of assets we (:urre:ml}j own and operate exposes us to the potential for various claims and litigation related to,
among other things, personal injury and property damage. The resolution of outstanding claims and '
assessments may be materially different than what we have estimated. : j

In addition, litigation or other claims based on alleged unhealthful properties of soft drinks could be filed
against us and would'require our management to devote significant time and resources to dealing with such
claims. While we would not believe such claims to be meritorious, any such claims would be accompanied by
unfavorable publ1c1ty] that could adversely affect the sales qf certain of our products. Our failure to abide by
laws, orders or other legal commitments could subject us to fines, penalties or other damages, including costs
associated with recallmg products. We could be reqmred to recall products if they become contaminated or
damaged. | . . . i

Increases in the cost of comﬁliance with ‘applicable regulations, including those governing the production,
packaging, quality; labelmg and distribution of beverage products, could negatively impact our ﬁnancml
results. - '

Our operations and properties are subject to various federal, state and local laws and regulations,
including those govelr'ning the production, packaging, quality, labeling and distribution of beverage products,
environmental laws, compeuuon laws, taxes and accounting standards. We are also subject to the jurisdiction
of regulatory agenc1es of foreign countries. New laws or regulations or changes in existing laws or regulations
could negatively impact our financial results by restricting our ability to distribute products in certain venues
or through higher operating costs to achieve compliance.
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Changes in tax laws or'in the tax status’ af our mtemanonal aperatwns could increase our tax liability and
negauvely xmpacr our financial results. :

. We dre subject to taxes in the’ U S. and various foreign jurisdictions. As a result, our effective fax rate:
could be adversely affected by changes in the mix of earnings in the U.S. and foreign countries with' differing
statutory tax rates, legislative changes impacting statutory tax rates, including the impact on recorded deferred

_tax assets-and liabilities, changes in.tax laws.or material audit assessments. In addition, deferred tax balances

reflect the benefit-of net operaung loss carryforwards, the realization of which will depend upon generaung

». future taxable i income: in the correspondmg tax Jurlsd:cuon . ' . .

., KA ,
. £aq, ~

A stnke or-work stoppage by our- unton employees, wh:ch represent approx:mately one-th:rd of our .
workforce could d:srupt aur busmes e . L

-

Approx1mately 34 pereent of our employees are, covered ‘by collective bargammg agreements These .',
agreements expire at vanous dates, mcludmg some in ﬁscal year 2007. Our inability to successfully. renegouale

."" these agreements could cause work stoppages and interruptions, which may. adversely impact our operating

iresults. The terms and condmons ‘of ‘existing or renegotiated agreements could also increase the cost to us; or

otherwise. affect our ability to fuIly implement future operational changes to enhance our efficiency.

Item 1B. Unresolved Staff Comments.

None. "

_Item 2. Properties.

Our U.S. manufacto'ring facilities include ten owned and one leased combination bottling/canning plants,
four owned bottling plants and two owned canning plants with a total manufacturing area of approximately
1.4 million square feet. Non-U S. manufacturing facilities include two owned plants in each of Poland,

~Hungary, the Czech Republlc and Romania and one owned plant in each of Puerto Rico, Jamaica, the
. Bahamas and Trlmdad [n addition, we operate 123 distribution facilities in the U.S., 51 distribution facilities

in Central Europe and 8 dlSlI‘lbuthl‘l fac:lhtles in the Caribbéan. Seventy-eight of the distribution facilities are
leased and just over 6 percent of our U.s. producuon is from our one leased. domestlc plant. We believe all
facilities are adequately’ equlpped and mamtamed and capacity is sufficient for our current néeds.- We currently
operate a fleet of approxlmately 5,500 vehicles i in the U.S anid approxlmately 1,400 vehicles mternatlonally to'

' servnce and support our distribution system.

ln addition, we own various 1ndusmal and commercial real estate’ propertles in the U.S. We also own a
leasing company, which leases approximately 1,800 railcars, comprised of locomotives, flatcars and hopper
cars to a third party.

Item 3. Legal Proceedings. :

Al

From approximately. 1945.10 1995, various entities .owned and operated a fac:llty that manufactured
hydraulic equipment in Willits, Cahforma “The plant site is contammated by various. chemicals and metals. On
August 23, 1999, an action entitled: Donna’M."Avila, et al. v. Willits Environméntal Remediation Trust, Remco
Hydraulics, Inc., M-C Industries, Inc.,-Pneumo Abex Corporauon and Whltman Corporatlon Case
No. C99-3941 CAL, was filed i in U. S. District Court for the Northern'District of California. On January 16,
2001, a second lawsuit, entitled Pamela Jo Alnch et al. v. Willits Environmental Remediation Trust, et al.,
Case No. C 01 0266 SI, against essenually the:same defendants was filed in the same court. In 2006, a third
lawsuit, entitled Nickerman v. Remco Hydraulics, was filed agamst the same defendants These three lawsuits

" are before the same judge in U.S. District Court for the Northern District of California. In these- lawsuits,

individual plaintiffs claim that PepsiAmericas is liable for personal injury and/or property damage resultmg

-, from environmental contamination at the facility. There were over 1,000 claims filed in the three lawsuits. The

Court dismissed a large portion of the claims; and in 2006, we seitled a significant number of the claims.
Some of the remaining claims may be settled, go to trial or be‘appealed. As of fiscal year end 2006, there
were approximately. 150 personal injury plaintiffs in the iawsunts seekmg an unspecified amount of damages,
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punitive damages, injunctive relief and medical monitoring damages from PepsiAmericas. We are actively
defending the lawsuits. At this time, we do not believe these lawsuits are material to the business or financial
condition of Pcp51Amencas

On May 31, 2()05 Cooper Industries, LLC (“Cooper”) filed and later served us with a Cook County,
Illinois lawsuit agamst us, Pneumo Abex, LLC, and the Trustee of the Trust (the “Trustee”), captioned Cooper
Industries, LLC v. PepszAmencas Inc., et al., Case No. 05 CH 09214 (Cook Cty. Cir. Ct.). The claims involve
the Trust and insurance policy described in “Environmental Matters” in Item 1. Cooper asserts that it was
entitled to access $34 million that previously was in the Trust and that was spent to purchase the insurance
policy. Cooper claimé that Trust funds should not have been distributed for environmental expenses and
instead claims that th'e monies should have been distributed for underlying Pneumo Abex asbestos claims
indemnified by Cooper Cooper complains that we deprived it of access to money in the Trust because of the
Trustee’s decision to use money in the Trust to purchase the insurance policy. Cooper’s lawsuit also named
Pneumo Abex as a defendam Pneumo Abex, the corporate successor to our prior subsidiary, has been
dismissed from the suit.

During the second quarter of 2006, the Trustee’s motion to dismiss, in which we had joined, was granted

and three counts agamst us based on the use of Trust funds were dismissed with prejudice, as were all counts
against the Trustee, on the grounds that Cooper lacks standing to pursue those counts because it is not a

beneﬁmary under the Trust. We then filed a separate motion to dismiss the remaining counts against us. Our
motion was granted dunng the third quarter of 2006 and all remaining counts against us were dismissed with
prejudice. Cooper subsequently filed a notice of appeal with regard to all rulings by the court dismissing the
counts against us and the Trustee. Briefing of Cooper’s appeal is expected to take place during the first or
second quarter of 2007

We and our subsldlaries are defendants in numerous other lawsuits in the ordinary course of business,
none of which, in thé opinion of management, is expected to have a material adverse effect on our financial
condition, although amounts recorded in any glVCl’l period could be material to the results of operations or
cash flows for that penod

See also “Env1ronmental Matters” in Item 1 and Note 18 to the Consolidated Financial Statements for
further discussion. '
Item 4. Submiss_im': of Matters to a Vote of Security Holders.

Not applicable. ' ;
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PART II S D et

Ilem 5. Market for Reglstrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of

Equity Securities. . _ . R e

. The common stock of PepsiAmericas is llsted and traded on the New York Stock Exchange under the.” .
stock trading symbol “PAS.” The table below sets forth the reported high and low sales prlces ‘as reported for-.
New York Stock Exchange Composite Transactions for our'comiimon stock and indicates our d1v1dends
declared for.each quarterly period for the fiscal years 2006 and 2005. - '

Common Stock

. -Dividends
_ ) _High _Low Declared
2006: . ’
Firstquarter .. ... ... .. i R $24.82 32325  $0.125
© Second QUATET . ...\ PR 2498 2115 0125
- Third quarter ... .... AU e oo 23410 2094 0125
Fourth quarter. . . . . . . e et 2159 0 1952 0.125
2005: . ' - "
FIPSE QUARTET & o v v e ettt et e e e et e $2322  $2028  $0.085
Second quarter . .. ... ... T 2575 2248 - 0.085
Third quarter ............. e 26350 2197 0085
Fourth quarter. . ................ [T e L. 2395 2131 0085

Beginning in fiscal year 2004, our'Board of Dlrectors mstltuted a practlce of reviewing dividend
declarations on a quarterly basis. On' February 22, 2007, our Board of Directors declared a first quarter 2007
dividend of $0.13 per share on PepsiAmericas common stock. The dividend is payable April 2, 2007 to
shareholders of record on March 15, 2007, There were 8,884 shareholders of record as of February 22, 2007. -

QOur share repurchase program activity during the quarter.ended December 30, 2006 was as follows:

Total Numbor of
Shares Purchased Maximum Number

Y

Total Average asPartof ~  of Shares that May
Number of . Price Publicly Yet be Purchased -
.- Shares “ Paid per  Announced Plans = Under the Plans or
Period Purchased Share or Programs Programs(1)-
October 1, 2006 — October 28, 2006.......... — 5 — 30,165,500 9,834,500
October 29, 2006 — November 25, 2006 . . . .. .. — — 30,165,500 9,834,500
November 26, 2006 — December 30, 2006 .. ... P~ —_ 30,165,500 ‘9,834,500
For the Quarter Ended December 30, 2006 . . . .. — $ —

(1) On July 21, 2005, our Board of Directors authorized the repurchase of 20 miilion addmonal shares under

a previously authorized repurchase program. This repurchase authorlzatlon does not have .a scheduted expi--
ration date.

Sce “Sécurity Ownership of Certain Beneficial Owners and Management and Related Stockﬁolder

Maitters” in Item 12 for mformatlon regarding securities authorized for issuance tinder our equity compensation
plans.

1,
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Set forth below i is a graph that compares the cumulative total shareholder.return on our common stock '
(“PAS”) to the Standard & Poor’s MidCap 400 Index (“*MidCap 400”) and to a Peer Group consisting of two
companies | that are. U S.-based bottlers, The Pepsi Bottling Group, Inc. (“PBG”) and Coca-Cola Enterprises, |
Inc. (“CCE”) The companson covers the period from the last trading day of fiscal year 2001 through the last
trading day of fiscal year 2006, as reported for New York Stock Exchange Composite Transactions.
Shareholde}' return ‘aslsumes remvestmept of all dl\;ndends ) . g

| 1

| . ] Comparison of Five Year Cumulative Total Stockholder Returns
1200 4 o !
——PAS -®-PBG —A—CCE  —®—MidCap 400
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I_teni 6. S_élected Financial Data. Vo

of Operauons

L

The following table presénfs summary operating results and other information of PepsiAmericas and
should be read along with Item 7 “Management’s Discussion and Analysis of Financial Condition and Results

For the Fiscal Years'" 2006 2005 2004 2003 2002
OPERATING RESULTS
Net sales:, : o ..
US. ...t e e e $3,2458  $3,156.1° $2,8258 $2,739.4  $2,760.5
Central Europe ... ... e e e 4841 343.5. 3094 ¢ 3104 2984
Caribbean ... .o o o 24257 2264 209.5 - 187.0 1809 -.
Worldwide. . . ..................... . 839724 $37260  $3344, 7, $3,236.8 - $3,239.8°
Operatifg' incomié: ) _ ) " o - < ‘
U e ..., § 330t % 3877 % 332 3 $ 3157 - % 3147
Central Europe .. ........ ... ... . ... .... 209 1.5 2.0 0.5 (10.6)
Caribbean . ............ ... ... .. ... ... 5.0 4.2 54 0.1 (3.4)
Worldwide. ... ........ ... ... ... ... 356.0 3934 339.7 316.3 300.7
Interest expense, Met . . .. ........vuene.nn.. 101.3 89.9 62.1 69.6 76.4
-Other (expense) income, net .................. (11.5) 4.9) 4.8 (6.2) 37N
Income before income taxes and equity in net
earnings (loss) of nonconsolidated ‘
COMPANIES . .%ot i i e i eenn e 243.2 :298.6 2824 240.5 220.6
Income taxés. . . . . T VU %0.5 108.8 100.4 82.6 . 845
'Equnty in net earnings (loss) of nonconsolldated :
compames ................................ 5.6 4.9 (0.1) (0.3) (0.4)
Income from continuing operations . ... ........ 158.3 194.7 181.9 157.6 135.7
Loss from discontinued operatlons after taxes .. .. — — —_ - 6.0)
Net income. .......... P N $ 1583 § 1947 § 1819 §$ 1576 § 1297
Weighted average common shares: -
Basic ... e - 1279 134.7 139.2 143.1 152.1
lncremental effect of stock options and awards T 2.5 2.6 1.0 0.9
O 129.8 137.2 141.8 144.1 153.0
Bf;sic‘earnings per share: oL . :
Continuing operations . . .. .................. $ 124 § 145 % 131 $ 110 § 0.89
Discontinued operations . ..............i..... = — — — {0.04)
Total. . . oo $ 124 $ 145 $ 131 $ 110 $ 085
Diluted éarnings per share: ' . '
Continuing operations . . . . . . e $ 122§ 142 % 128 % 109§ 089
Discontinued Operations ... ................. — — o~ — 0.04)
Total. . . .. S $ 122 $ 142 § 128 § 109 °$ 085
Cash dividends declared per share . .. ... ....... $ 050 $ 034 § 030 3 004 §$ 004
OTHER INFORMATION: : :
Total assets . . . . - $4,207.4  $4,053.8  $3,529.8  $3,596.8 $3,562.6
Long-term debt. ... ... .... e $1,490.2 $1,2859 $1,006.6 $1,0784 $1,080.7
Capital investments . . .. ........ e $ 1693 $ 1803 % 121.8 $ 1583 § 219.2
Depreciation.and amortization ... ... .......... $ 1934 § 1847 § 1764 -3 1702, § 1638
17,100 16,000 15,100 14,500 15,200

n

Number of employees-. . ... . ................ -

the Consolidated Financial Statements and Accompan¥ing notes included elsewhere in th1s
Annual Report on Form 10K (in miltions, except per share and employee data): -

Amounts presented prior to. fiscal year 2003 are presented as reported and are not adjusled for the pro
forma impact of the prospective adoption in the first quarter of 2003 of Emerging Issues Task Force
(“EITF") Issue No. (2-16; “Accountmg by a Customer- (lncludmg a Reseller) for Certain Consideration

Received from a Vendor.”
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The following were recorded during the periods presented:

|
In fiscal year 2006:

J
We recorded an other-than-temporary marketable securities impairment loss of $7.3 million related to
our common Istock investment in Northfield Laboratories, Inc. that is classified as available-for-sale. |
The loss was |recorded in the “Other (expepse) income, net.”

. . o :
We recorded special charges in Central Europe of $2.2 miliion. The special charges related primarily to
a reduction in the workforce. These special charges were primarily for severance costs and related
benefits.

We recorded specml charges of $11.5 million in the U.S: related to our strateglc realignment to further
strengthen our customer focused go- -to-market strategy. These special charges were. primarily. for -
severance and other employee-related costs including the acceleration of vesting of certain restricted
stock awards. |In addition, we incurred costs associated with consulting services in connecuon with the
reahgnmem pI’Q]CCl which were included in the specnal charges.

In fiscal year 2005: ' ,

1

! .
We recorded income of $16.6 million related to the proceeds from the settlement of a class action
lawsuit. The lawsuit alleged price fixing related to high fructose corn syrup purchased in the U.S. from
July 1, 1991 through June 30, 1995. .
We recorded a $5.6 million benefit associated with a real estate tax refund concerning a prevlously sold
parcel of land in downtown Chicago. The gain was recorded in “Other (expense) income, net.”

We recorded a $1.1 million net benefit to net income related to the reversal of valuation allowances for
certain net opg::rating loss carryforwards offset by tax contingency requirements. This net benefit was -
comprised of |interest expense of $0.6 million ($0.4 million after tax) for the tax contingency g
requirements recorded in “Interest expense, net” and $1.5 million of tax benefit recorded in “Income
taxes.”

We recorded an expense of $6.1 million related to lease exit costs, which resulted from the relocation
of our corporate ofﬁces in the Chicago area ‘This expense was recorded :in “Selling, delivery and
admlmstratwe expense.”

We recorded an expense of $5.6 million related to the loss on the extinguishment of debl During fiscal
year 2005, we completed a cash tender offer related to $550 million of our outstanding debt. The total
amount of secpntles tendered was $388 million. The loss was recorded in “Interest expense, net.”

+

We recorded special charges in Central Europe of $2.5 million. The special charges related to a
reduction in tlie workforce and the consolidation of certain production facilities as we rationalized our

cost structure. j"['hese special charges were pnmarlly for severance costs, related benefits and asset

write-downs. ;

In fiscal year _20|04.'

In Central Eufope, we recorded special charges of $3.9 million related to the consolidation of certain
production facilities and a reduction in the workforce. These special charges were primarily for
severance costs and related benefits, as well as asset write-downs, Special charges are net of reversals
of approx1matfl:ly $0.4 million recorded in the fourth quarter due to revisions of estimates of the related
liabilities as Central Europe substantially completed the plans to modify the distribution strategy in all

markets. 1
1 H

|
We recorded an additional gain of $5.2 million associated with the 2002 sale of a parcel of land in
downtown Chilcago. The gain reflected the settlement and final payment on the promissory note related
to the initial sale, for which we had previously provided a full allowance.
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- In fiscal year 2003:

* We recorded a gain of $2.1 million on the previous sale of a parcel of land in downtown Chicago for »

T reflected in “Othier (expense) mcome net . :

. We favorably settled a tax refund case with the lntemal Revenue Servrce that arose from the 1990

* We recorded net special charges of $2.6 million. These chmges inclided $5.7 million relating to

. . R . :

* We recorded a net-gain of $2.7 million relating'to"a state incomne tax refund. This gain was comprised
of $0.7-million for consuiting expenses (recorded in “Selling, delivery and adminjstrative expenses™),

- $0.8 million of interest income (recorded in “Interest expense, net”) and $2.6 mitlion of income tax

benefit; net (recorded in “Income taxes”) ot

.+ We recorded a $3 5 mrlhon ‘benefit to net income relating to'the reversal of certam tax liabilities due to

. the settlement of income tax’ audits throigh the 2002 tax year. This benefit was comprised of interest
income of $1.1 million ($0.7 million after tax) recorded in “Interest expense, net” and $2.8 million of "**
tax benefit.recorded in “Income taxes.” ' :

+

» Our fiscal year ends on the Saturday closest to Decernber 31 and restilted in an additional week, or
fifty-three- weeks, of operating results in fiscal year 2003:in our U. S operations. PepsiAmericas’ fiscal
year end policy only lmpacts the U.S. operations. The Central European and Carrbbean operations are
based upon a calendar yéar end- and, therefore, did not have an additional week of’ operatmg results in.
fiscal year 2003. All other fiscal.years presented in the table of “Selected Financial Data” contam ﬁfty—
two weeks of operatmg results in the U.S. The 53rd week contnbuted $33 9 mllllon to net sales and g
$4 9 million to operatmg income in the U.S. in fi scal year 2003

* We recorded net speclal charges of $6.4 mrlhon These charges consisted primarily of a'$5.8 million
charge related to the reductron in workforce in the U.S. and charges related to changes in the
production, marketing and distribution strategies in our 1ntemat|0nal’operat10ns The'U.S. special
charges'were .primarily for.severance costs.and related benefits, including the aeceleratlon of restricted
stock awards. In addition, as a result of excess severance costs identified, we recorded a- réversal of
$0.2 million related to the fiscal year 2003 charge in the U.S. We also recorded special charges of
$0.8 million related to a change in the production and distribution strategy in Barbados, which consisted .

. primarily of asset write-downs. In addition, we recorded additional special’charges of $2.1 ‘million

. related to the changes in'the marketmgaand dlstr1butlon strategy in Poland, the Czech Republic,; and
‘Republic ‘of Slovakia, offset by a special charge reversal of:$2.1 million related primarily to favorable.
outcomes with outstanding lease commitments and, severance in Poland. The initial special charge was

_ based on an estimate that no sublease i income would offset our lease, cornrmtmems

v l'.l\ 'I‘ L

* Investors in our $150 million, face value 5.79 percent notes’ notified usthat they would exercise their - -

option to purchase and resell:the notes pursuant to the remarketing agreement, unless we elected.to "
redeem the notes. We exercised our option and elected to redeem the notes at-fair value pursuant to the
remarketing agreemem As a result, we recorded a loss on the extinguishment of debt of $8.8 million in
“Interest expense net.”

the reversal of accruals related to the favorable resolution of certam contmgenmes The gain was

termination of our Employee Stock Ownership Plan (“ESOP"). The. tax. seftlement consrsted of

$6.4 million of 1nterest income ‘and a tax benefit of $6.0 million recorded in’ “lncome taxes.” Dunng T
fiscal year 2003 we recorded a net tax benefit of $7:7 million related pnmanly to the reversal of :
certain tax’ accruals offset by additional tax liabilities recorded. Inéluded i in the net tax' benefit of

$7.7 million are tax benefits of $6.0 mlllron from the favorable settlement of the ESOP case and a tax
benefit of $6. 0 million related mamly to the reversal of tax liabilities due to- the settlement of various. -
income tax audits through the 1999 tax year. ‘These tax benefits were offsef, in part, by net addmonal
tax accruals of $4.3 million for contingent liabilities arising in fiscal year 2003

In fiscal year 2002:

changes in the distribution and marketing strategies in Poland, the Czech Republic and Republic of
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Slovakia. Also !included in the charges was $0.2 million in additional severance costs in the U.S. relating
to the fiscal year 2000 special charge. We also identified and reversed $3.3 million in excess severance
and related exit costs, including $2.2 million relating to the Hungary special charges recorded in fiscal
2001, and $1.l! million relating to previous special charges. These net special charges reduced the
U.S. and Centr;al Europe operating income by $0.2 million and $2.4 million, respectively.

* We recorded algain of $3.5 million related to the sale of a parcel of land in downtown Chicago, which
was reflected i:l “QOther {expense) income, net.”

« Loss from discontinued operations included a charge of $9.8 million ($6.0 million after tax) resulting.
from'the purchase of new insurance policies concerning the environmental liabilities related to
previbusly sold subsidiaries.

I
Item 7. Management’s Dlscussmn and Analysis of Financial Condition and Results of Operations.

Forward-Loakmg Statements '

This Annual Repon‘ on Form 10-K contains certain forward-looking statements of expected future
developments, as defi ned in the Private Securities nganon Reform Act of 1995. The forward-looking
Statements in this Annua! Report on Form 10-K refer to our expectations regarding continuing operating
improvement and orher matters. These forward-looking statements reflect our expectations and are based on’
currently available dcilra however, actual results are subject to future risks and uncertainties, which could
materially affect actual performance. Risks and uncertainties that could affect such performance include, but
are not limited to, the following: competition, including product and pricing pressures; changing trends in
consumer tastes; changes in our relationship and/or support programs with PepsiCo and other brand owners;
market acceptance of\new product and package offerings; weather conditions; cost and availability of raw
materials; changing legislation; outcomes of environmental claims and litigation; availability and cost of
capital including cha;lges in our debt ratings; labor and employee benefit costs; unfavorable interest rate and
currency ﬂucmanm:s, costs of legal proceedings: and general economic, business and political conditions in
the countries and territories where we operate. See “Risk Factors” in ltem 1A for additional information.

These events and uncertainties are diffi cult or impossible to predict accurately and many are beyond our
control. We asstme na obligation to publicly release the result of any revisions that may be made to any
forward- Iookmg statements to reflect events or circumstances afier the date of such statements or to reflect the

occurrence 'of anticipated or unanticipated events.,
\

Executive Qverview

What We Do

We mzinufactu're1 distribute, and market a broad portfolio of beverage products in the U.S., Central Europe
and the Caribbean. We sell a variety of brands that we bottle under franchise agreements with various brand
owners, the majority w1th PepsiCo or PepsiCo joint ventures. In some territories, we manufacture, package,
sell and distribute our own brands, such as Toma brands in Central Europe. We operate in a significant portion
of a 19 state region 1n the U.S. In Central Europe we serve Poland, Hungary, the Czech Republic, Republic of
Slovakia, and Romama, with distribution rights in Moldova, Estonia, Latvia and Lithuania. In the Caribbean,
we serve Puerto Rlco Jamaica, the Bahamas, and Trinidad and Tobago, with distribution rights in Barbados.

. ; ‘
Fiscal Year 2006 Key Financial Results
. Wor:ldwide ;lv!erage net selling prices inCl'CEilSCd 0.5 percent.
« Worldwide volume increased 5.6 percent.
|
» Worldwide cost of goods sold per unit increased 3.2 percent.

» Operating margins decreased 160 basis points to 9.0 percent.
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+_In fiscal year 2006, we generated operating mcome of $356.0 million in fiscal year.2006, which e
included- special charges of $13.7 million due to reductions in our workforce in the'U.S. ‘and Central -+ -,
.Europe. Operating income in fiscal year 2005’ of $393.4 million included a benefit of $16.6 million- due”

‘to the proceeds; we received: from the high fructose corn syrup lmganon settlement -offset’ partly by
lease- exit cosis of $7.5 million and special charges of $2.5 million due to, reductlons in our workforce
in Central Europe

‘.J

. We generated cash from operatmg activities of $343.8 million in fiscal year 2006 compared to 7 - B
$43I 8 mtll1on in ﬁscal year 2005.,
s We' reported drluted earnings per share of $1.22 for the fiscal year 2006, compared to dlluted earmngs
per share of $i 42 in the prior year.

Our Focus in Flscal Year 2006

The challenges and opportumues ‘we faced in our geographrc segments are summanzed as follows

"In the Us. Our U.S. business faced ‘many challenges during fiscal year 2006 the most srgmﬁcant of
which were volume declmes in ourncarbonated soft drink category and raw material cost mcreases Pr1ce
increases in ravw matenals ‘such ‘as hlgh fructose corn syrup, aluminum; fuel and resin; challenged our
business. Changmg consumer preferences have driven volume declines i in Trademark Pepsi and Trademark

. Mountain Dew of 5.9 percent and 1. 6 percent, respecttvely, and a shift in our total portfolto mix’as e
-US. consumers are movmg to non-carbonated alteratives. The mix of” out non-carbonated beverage portfoho

grew 4 percentage’ pomts during fiscal year 2006 as it represented 18 percem of our sales volume during the
year. Trademark Aquafina volume growth of 39 percent’ and Trademark Lipton growth of 42 percent drove
overall volume growth in the non- -carbonated beverage category .The sales shift into lower margin products ’
comb:ned with higher raw material ‘costs resulted in lower operating income. In addmpn we recorded

$ll 5 million of special charges related to our strategic al1gnment to further strengthen our customer focused
go- -to-market strategy. . } . , ' T

Our, volume growth in fiscal year 2006 of just less than 1 percent and pricing of just over 1 percent drove
our top-hne growth Volume growth in non-carbonated beverages was offset by volume declines in our core
carbonated soft drink trademarks. ‘

Our mremanona[ operatzons We grew our proﬁt'abilit'y in our combined international operations with
our contmued focus on pricing, managing costs, and leveraging our infrastructure, ‘We also expanded our - -+
presence lm Central Europe with the acquisition of Quadrant -Amrog Bottlmg Company Limited (“QABCL").

In fiscal yeat: 2(}06 we generated’ a'total of $25.9 million i in operating mcome in Central:Europe and the
Caribbean, Wthh 1ncluded the lmpact of the QABCL acqulsmon and strong volume growth across all other
geographtes "Also contrrbutlng to the improved proﬁtablllty of our international operations. was the favorable -.
unpact of forelgn currency translauon oftset partly by the impact of special charges of $2.2 mlll1on This | .
compares to operating income in our international operations of $5. 7 million in fiscal year 2005, which '
|ncluded specral charges of $2.5 million, L L v : ‘

e,
B A

i
ln Central Europe, operatlng lncome grew $19.4 million due pnmanly to the mcrementa] impact of the

. QABCL ac« visition as 1well as the stron operatin erforrnance of our exrstm Central ‘Europe businesses.
q gop 2P 2 p

The QABCL acquisition contnbuted roughly 65% of our growth in operatmg income, while the operatmg

" income of the existing businesses ‘grew significantly compared to fiscal year 2005. The* beaeﬁc:lal impact of

the European Union; appears 10 be taking hold in Central Europe, while our.portfolio strategy and marketplace
investmeénts are improving our growth, Durmg fiscal year 2006, we contmued the successful sales of our
products, such as Slice and Lipton and _]LllCC drinks.such as Tropicana.and Toma. We mvested in our sales.

B organlzauon and-put more sa]es people in direct contact with our customers We contmued o source more

"

products between the countries in order to reduce costs and take advantage of the reduction in trade
restrictions.In addition, we invested in advertising and marketing to-build brand awarenéss. Lastly, we
managed our pricing to cover higher raw material costs, e :
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In the Garibbea'n,iwe continued to grow operating income despite challenging macroeconomic conditions
that existed in Puerto Rico and Jamaica. Operating income grew $0.8 million to $5.0 million in fiscal year
2006. Strong volume growth of approximately 35 percent in the non-carbonated beverage category fueled this
increase, offset partly by a 1 percent decline in carbonated soft drink volume. Net pricing increased during '
fiscal year 2006 to offset increases in raw material and wtilities costs. -

Focusing on Fiscal Yéar 2007

Pricing, with a focus on both mix and rate, continves to be a critical factor in achieving our top-lme
growth. In 2007, we will concentrate on achieving balanced growth between carbonated soft drinks and non-
carbonated beverages,|as well as balanced growth between the single-serve and take-home package. In fiscal
year 2006, we were not able to keep pace with the significantly higher cost of goods sold, but we believe that
pricing in fiscal year 2007 will offset cost increases. The current competitive and customer landscape suggests
that our anticipated 2007 pricing will be achievable. In addition, we will continue to focus on our single serve,.
immediate consumptlon business across all channels and products. Successful innovation is expected to be an
important contributor to single-serve package growth. -

We will contmueI to focus on product-line extcnsnon and packaging innovation to drive consumer
awareness and volume The 2007 calendar includes significant innovation within carbonated soft drinks as well
as the launch of non-carbonated beverages such as Lipton White Tea Raspberry, Aquafina Alive, and a
muliipack for SoBe: Llfe Water. With these and other innovations and the momentum experienced in fiscal
year 2006, we ant:c:pate that our non-carbonated beverage portfolio will deliver an additional two points of
mix by the end of the' year, moving it from 18 percent to 20 percent of our total mix. We expect product- lme

t
extensions and packaging innovation to increase single-serve volume and help drive better margin mix.
l
Beyond these m:irkctplace initiatives, we have addressed internal capabilities and efficiencies throughout

our organization, We have realigned our organization in the U.S. from a sales organization based on geography
to one built around customer channels. This new structure will enable us to dedicate more resources and sales
support to channels and customers that are growing and help us to align more directly with the way our
customers do business. ‘ :

We will contmue| to strategically invest in our international operations and identify opportunities for
increased productlwty and efficiencies. We anticipate continued topline growth from recent actions that
included expanding our portfolio and increasing front-line selling and marketing activity.

In fiscal year 2007, we expect diluted earnings per share to be in the range of $1.33 to $1.37, including
an estimated impact of $0.02 to $0.03 for special charges related to the reorganization of our U.S. business.
This compares to ﬁscal year 2006 diluted earnings per share of $1.22. Net income in fiscal year 2006 was
negatively 1mpacted by $0.10 per diluted share due to the special charges and other-than-temporary 1mpamnent
loss further described in “Selected Financial Data” in Item 6. We expect worldwide volume to increase in the
range of 510 6 perc,e%lt and to improve average net selling price by 3 to 4 percent. We expect cost of goods.
sold per unit to increase approximately 4 percent, and selling, delivery and administrative (“SD&A”) expenses
to be hlgher by 7 to 8 percent compared to fiscal year 2006. Overall, we expect to generate operating income
growth of 4 to 7 perc’ent This growth target is based on operating income that excludes the impact of special
charges. The outlook: 'described above includes the full- -year impact of the QABCL acquisition, which is
expected to contnbuté: 4 to 5 percent growth in volume, lower both net selling price and cost of goods sold per
unit by one: perccmage point, and increase SD&A expenses by 3 percent.

Our ability to generale significant operating cash flow makes several options available to us, including !
reinvesting in our ex1stmg business, pursuing acquisitions with an appropriate expected economic return,
repurchasing our stoﬁk and paying dividends to our shareholders. We will continue to examine the optimal
uses of cash to maximize shareholder value.

The above ovor\:riew should not be considered by itself in determining full disclosure, and should be read
in conjunction with t!ll’. other sections of this Annual Report on Form 10-K. -
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! The followmg dlscu551on and analysrs includes elght ma_|or categories: results of operations, liquidity and
R capital resources, eontractual obltgatlons off—balanee sheet arrangements; critical accounting. pohcn:s related
' (0 party transactrons recently issued. accounting’ pronouncements and discussion of our market risks (which .
“appears in Item:7A). The dlseussron and analysis_of our financial condition and results of operations- should be
. read in conjunction. with_our Consolldated Flnanetal Statements and notes thereto meluded in this’ Annual
T Report on Form 10- ' : : :

e

L Results of Operatlons _‘ -

. satd
!

o In the dtscussmn of our results of operatrons below the number of bottle and can cases sold is referred to’
‘ ;'t": as volume Constant terntory refers to the results of operatlons excluding acquisitions. Net prtemg is net sales
N d1v1ded by:the. number of eases and gallons sold for our core businesses, which include bottles and cans

(meludmg bottle and can volume from vendmg equipment sales), as well-as food service. Changes in net

Lo pricing melude the rmpact of sales pnee (or rate) changes as well as. the impact of foreign currency translatron ’
! l . " and brand package and geographle mix. Net pricing:and. reported volume amounts exclude contract,

g l.'. : eomm1ssary, and vendmg (other tha{n bottles and eans) revenue.and volume Contract ‘sales represent sales of -
- o manufactured product to- other franehlse Bottlers. and typlcally declme as excess manufacturing- capacity is

R uttllzed "Net pricing and volume also exclude actrvrty associated with beer and snack food products. Cost of

ot goods sold per unit is the cost of goods sold for our core busmesses drvnded by the related number of cases
T and gallons sold T e :

Items Ir'npacting Comparability
e, ., o Aequts:twns

QABCL is‘a holdmg company that through its subs1d1ar1es produees sells and distributes Pepsi and other
beverages throughout Romania with distribution rights in Moldova..In June 2005, we acqutred a 49 percent
_interest in QABCL for’ a purchase price of $51.0 million. This initial investment was recorded under the equity
" method in"accordance with APB Opinion No. 18, “The Equity Method of Accountmg for Investments in
e Commion’ Stock™ and was meluded in “Other Assets” in the Consolidated Balance Sheets: We recorded our
Do '. - share- of QABCL ‘earnings in “Equtty in.net earnings (loss) of noneonsohdated eompames in the Consolidated
' Statements of Income. Equity in net earnmgs of nonconsolldated eomparnes was $5.6 mllhon and $4.9 million -

in fiscal years 2006 and 2005, respecttvely -

In Tuly 2006, we aequrred the remaining 51 percent interest in QABCL for a purchase price of
" $81.9 million; net of $17.0 million-cash received. We aequrred $55.4 million of debt as part of the acquisition.
QABCL is now a wholly-owned subsidiary which was consolidated in the third quarter of 2006. The increased
purchase pnce for the remainder of QABCL 'was due to the improved operating performance subsequent to the
"y initial acquisition of our 49 pereent minority investment. Due to the timing of the receipt of avatlable ﬁnancral
' ' mformatlon from QABCL we record results on a one month lag basis.

oo

. In fiscal year 2005, we eompleted the aeqursltron of the capital stock of CIC and the capital stock of FM
Vending:for $354.6 million. CIC had bottling operauons in southeast Flonda and central Ohio, and was the
seventh largest Pepsr bottler in the U.S.

_+ In fiscal year 2006, we recorded’ speeial'charges of $11.5 million in the U.S. related to.our strategic
reahgnment to further strengthen our customer focused gosto-market strategy. These special charges were
‘ primarily for severance and other employee related costs, including the acceleration of vestmg of certain
i ‘ restricted stock awards. In addition, we incurred costs associated with consultmg services 1n connection with
i i the realrgnment proleet whreh were included in the spec1al charges ’
|

b

|

I

| : . - L .
1.' t - Special Charges ' ) ; . S
|

In addition, in fiscal year 2006 we reeorded specral charges of $2.2 million in Central Europe, primarily
g - for a reduction in the workforce. These special charges were primarily for severance costs and related benefits.
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In fiscal year 2005 we recorded special charges of $2.5 million in Central Europe, primarily for a
reduction in the workforce in Central Europe and the consolidation of certain production facilities as we
rationalized our cost structure. These special charges were primarily for severance costs and related benefits
and asset write-downs!

Marketable Securities Impairment

In the fourth quarter of 2006, we recorded an other-than-temporary impairment loss of $7.3 million
related to an equity security that is classrﬁed as avarlable for-sale on our Consolidated Balance Sheets. The
loss was recorded in “Other expense, net.”

i ‘ i
|
Fructose Settlement

In fiscal year 20d5, we recorded income of $l.6.6 million related to proceeds we received from the
settlement of a class action lawsuit. The lawsuit alleged price fixing related to high fructose corn syrup
purchased from July 1, 1991 through June 30, 1995. !

; 1 . .

|

Hurricane Katrina |
J
Our operations in the U.S. were impacted by the devastation created by Hurricane Katrina in September

2005. We incurred losses due to damaged marketing equipment, inventory write-offs, incremental freight costs
incurred to source prohuct to the impacted area from our other locations and other incremental costs incurred
to restart operations. Losses, net of insurance recoveries, recorded in cost of goods sold were $0.1 million and
$1.4 million in fiscal year 2006 and 2005, respectively, and $0.2 million and $1.2 million in sales, delivery
and administrative e.x;?'enses in fiscal year 2006 and 2005, respectively.

i

Lease Exit Cosis l
In fiscal year 2005 we recorded $1.4 million of expense recorded for the early termination of a real estate
lease for our corporate offices in the Chicago area and $6.1 million of expense retated to the remaining
obligations related to this lease.
Operating Results —; 2006 compared with 2005

Volume. Sales volume growth (decline} for fiscal years 2006 and 2005 were as follows:

As Reported ! . : 2006 2005

UsJ ................... e 06% 7.4%
Central Europe . T T T 34.5% 3.3%
Caribbean . . .. L 1.6% 3.4% .
Worldwide ... | ... P 5.6% 6.5% .
Constant TErritoryl : 2006 2005

US. oo 0.6% (0.1)%
Central Europe . ; .................................................... 100% 3.3% "
Can bbean . . o e e e e e e e e e e 1.6% 3.4%
Worldwide .. .| A 20% 0.7%

in fiscal year 2006, worldwide volume increased 5.6 percent compared (o the prior year driven by growth
in all three gcographrc segments, coupled with the impact of the QABCL. acquisition.

Total volume in the U.S. grew 0.6 percent in ﬁscal year 2006. Non-carbonated beverages grew
approximately 30 percent during fiscal year 2006, driven by the strong growth in both Trademark Aquafina
and Lipton Iced Teas. Trademark Aquafina volume increased approximately 39 percent and Trademark Lipton
volume increased approxlmately 42 percent during fiscal year 2006. This growth was partially offset by
softness in our carbonated soft drink category, which declined 4 percent compared to fiscal year 2003, This ;
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softness was due in part to our consumers’ continued-shift into the non- carbonaled beverage category. Non- -
carbonated beverages constituted 18 percent of our sales volume during fiscal year 2006, an increase of . 1 *

4 percentage points compared:to fiscal year 2005. While carbonated soft drink.volume performance declined
during the first nine months of fiscal year 2006 compared to the same penod in the prior year, stronger smgle-
serve package sales volume in the fourth quarter of 2006 drlven by successful promotronal actrvmes and
mnovauon slowed the rate of declme :

Tolal volume in Central Europe mcreased 34.5 percent durmg ﬁscal year 2006 The acquisition of

’ QABCL iin fiscal year 2006 contributed approximately 25 percentagé points of volume growth during the

period. The remaining growth was driven by strong performances across all brands and categories. Carbonated
soft drink volume ‘grew approximately 10 percent during fiscal year 2006, which reflected: strong growth.in

- Trademark Slice and Trademark Pepsi. Non-carbonated beverage growth of approximately 16 percent in fiscal

year 2006 was driven by double-d1g|t growth in Lrpton products and the _]UICC category, which includes
Troplcana and Toma:

Volume in the’ Canbbean mcreased 1.6 percent during fiscal year 2006 compared to the same period last -
year. Volume grew desplte the challengmg business environment in Puerto Rico and Jamaica during the sécond -
quarter of 2006. Volume growth was driven by 35 percent growth in the non-carbonated beverage category,
offset partly by flat growth in Trademark Pepsi. The non-carbonated beverage category growth was driven
primarily by conmbutlons from Troprcana and energy drinks. : -

. Net Sales. Net sales and net pricing statistics for fiscal years 2006 and 2005 were as follows (dollar
amounts in r_mlllons_)

Net Sales _ .~ © 2006 . _ 2005 Change.
US. ...... P $3.2458 $3.156.1 2.8%
Central EUrope. . . ... ..vvouve.nn.. e T 4841 3435 409%
Caribt_)ean R R 2425 . 2264 7.1%
WOILAWIE .« . o e e et e $3,972.4 $3,7260 - 6.6% °
Net Pricing Growth — as Reported 2006 ! _2.%
US:ii.ooonn.. L P e 1.1%: 3.6%
Central Europe . . .........h ... ... . . R N 2 12% 43%
Carbbean . . .o 54% 4.2%
Worldwide ................................................ R 05% 3.9%
Net Pricing Growth — Constant Territory ~ | ) 2006 2005
US. oot A SRR e 1% 32%
Central Europe ... ... . ... L S U e 6.5% 4.3%
Caribbean.................. P PR PR 54% 4.2%
Worldwide ... ........ B J 1.4% ; 3.6%

Net sales in fiscal year 2006 mcreased $246.4 mlllron or'6.6 percent, to 3, 972 4 million. Approximately

-2 percentagé points of growth was attnbutable to the acquisition of QABCL with the remammg increase

driven by ‘volume growth and an mcrease in net pr1c1ng, both on a constanl temtory basis.

Net sales in-the U.S. in fiscal’ year 2006 increased $89.7 mlllron -or 2 8 percent, to $3,245.8 rrulllon The
increase in net sales was due.to the 1.1 percent increase’in net pncmg and 0.6 percent volume growth. The
improveihent in net pricing was driven by rate increases of, 2.0 percent, offset partly-by a neganve package -
mix. During fiscal year 2006, a shift in package mix from smgle serve to lake—home packages caused a
decrease m the change in overall net pricing.

- [
a .l. "».,; 'l‘ N )

Net sales in Central Europe increased. $l40 6 million, or 40.9 percent, to $484.1 mrlhon in ﬁscal year, ' ll
2006. The increase reflected the QABCL acqulsmon Wthh contributed approximately. 24 percentage points of

29




!
[
|
|
!

1
growth in net sales, The remainder of the increase resulted from volume growth and higher net pricing,
including a $10.5 mllllon contribution to net sales growth from foreign currency translation. The net pricing .
increase on a local cur{ency basis was primarily driven by a higher mix of the single-serve package.

Caribbean net sales increased $16.1 million, or 7.1 percent, to $242.5 million in fiscal year 2006. Both a
net selling price mcrearse of 5.4 percent and volume growth of 1.6 percent drove the increase in net sales. The
increase in net selling pnce was necessitated by higher raw materials costs, including sugar.

Cost of Gaads Sola' Cost of goods sold and cost of goods sold per unit statistics for fiscal years 2006 -
and 2005 were as follows (dollar amounts in millions):

Cost of Goods Sold 2006 2005 Change
US. ......... ! ...................................... $1,891.6  $1,784.9 6.0%
Central Burope. .\ ... ... ... oo 292.7 2113 38.5%
Caribbean .. ... e 180.0 167.3 7.6%
Worldwide . . . . . L . $2,364.3 $2,163.5  9.3%

; .
Cost of Goods Sold per Unit Increase — as Reported - ' 2006 2005
Us. ... e 43% 3.4%
Central BUrope . .. . ..ot e 54% 11.1%
Caribbean ... ..l . ..o 64%  58%
Worldwide . . . . . i ................ e 32%  4.5%
Cost of Gmds Sold per Unit Increase — Constant Territory 2006, 2005
Us. ......... D e 43% 32%
Central Europe. .| .................... P e e 54% 11.1%
Caribbean . . ... L 6.4% 5.8%
Worldwide . . . . . i ..................... e 42% 4.1%

Cost of goods sol|d increased $200.8 million, or 9.3 percent, to $2,364.3 million. The growth in cost of .
goods sold during ﬁscEﬂ year 2006 was driven pnmanly by cost of goods sold per unit increases, volume
growth and the impact of acquisitions. Worldwide cost of goods sold per unit increases were driven primarily
by increases in raw matenal costs, including higher concentrate costs, and package mix shifts on a constant
territory basis. Package mix changes were driven by shifts to higher cost products as a result of volume growth
in our non-carbonated beverage portfolio. The worldwide cost of goods sold per unit on a reported basis was
favorably 1mpacled byl the consolidation of QABCL during fiscal year 2006.

In the U.S., cost of goods sold increased $106.7 million, or 6.0 percent, to $1,891.6 million during fiscal
year 2006, The i 1ncrcase was primarily driven by a higher cost of goods sold per unit. Cost of goods sold per
unit increased 4.3 percent in the U.8,, primarily due to higher raw material prices across all commodities, as
well as the impact of rmx shifts to higher cost non-carbonated beverages.

In Central Europe. cost of goods sold increased $81.4 million, or 38.5 percent during fiscal year 2006.
Cost of goods sold mcreased due to the acquisition, of QABCL, which contributéd approximately 22 percentage
points of growth. The 'temainder of the increase was due to volume growth of 10 percent on a constant
territory basis, higher ‘cost of goods sold per unit, and the unfavorable impact of foreign currency translation
of $5.5 million. Cost of goods sold per unit increased 5.4 percent on a constant territory basis due to higher
concentrate, resin and sugar COsts.

In the Canbbean cost of goods sold mcreased $12.7 million, or 7.6 percent, to $180.0 million during
fiscal year 2006. The ||ncrease was mainly driven by an increase in cost of goods sold per unit of 6.4 percent
and volume growth of 1.6 percent. Cost of goods sold per unit increased due to higher raw material costs,
including concentrate:and sweeteners, and higher utility costs.

Il . ]
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Selling, Delwery and Admtmstratwe Expeuses SD&A expenses and SD&A statistics for ﬁscal years
2006 and 2005 were as follows (dollar amounts in millions}:

SD&A Expenses’ . . SR 2006 2005 Change
USeiit oo e $1,0126  $1,000.1 1.2%

* Central Europe. . ......... SO S SRR L 1683 - 1282 31.3%

. Caribbean ... ........... e e e 57.5 549 47%
WorldwWide . . . o oot e $1,2384  $1,183.2 4.7%
SD&A Expenses as a Percent of Net Sales . 2006 2005
US. oot TR SR 31.2% 31.7%

, Central Europe ....... e P N e e L. 34.8% 37.3%

"'Caribbean . . . . e FTREEERREPRRPRRERY P co 237% 24.2%
Worldwide. ... ...l TR T e 31.2% 31.8%

In fiscal year 2006, SD&A expenses increased $55.2 mrlllon or 4.7 percent, to $l 2384 mlll1on from
$1, 183.2 million in the prior yearAs a percentage of net sales, SD&A expenses decredsed to 31.2 percent in

L fiscal year 2006, compared to.31.8 percent in fiscal year 2005 due, prlmanly to the lower operating costs as a

result of cost contamment mmanves in both the U.S. and Central Europe. The QABCL acquisition did not
have a matenal 1mpact on worldw1de SD&A expenses as a percent of net sales. . e,

- Inthe U.S,, SD&A expenses mcreased $12.5 rmllton to $l 012.6 million in fiscal year 2006. The increase
in SD&A .expenses was due, in-part, to- htgher fuel costs, costs related to the airforce Nutrisoda brand
investment and ‘stock option expense related:to the- adoption 'of SFAS No. 123(R). In addition, we recorded
fixed asset charges of $6. 5.million-in ﬁscal year 2006 for marketing and merchanchsmg equipment. These
higher costs were partly offset by lower workers’ compensauon costs and lower costs for employee benefits,
driven by 'a $3.7 million benefit recorded as a result of a change in our estimate of healthcare costs and a
$9.0 million benefit from lower medical spending. In fiscal year 2005, we recorded a $1.4 million expense for
the early termination of 4 real estate lease for our corporate offices in the Chicago area and, $6.1 million of .

- expense related to the remammg obhgattons related to this lease. As a percentage of net sales, SD&A expenses
decreased to 31 2 percent in ﬁscal year 2006, compared to 31.7 percent in the pl‘lOl‘ Vear.

In Central Europe, SD&A expenses increased $40.1 million, or 31.3 percent to $168.3 million in fiscal -
year 2006. The QABCL aequtsmon contributed approxrmately 16 percentage points of the increase: The
remaining increase was dnven by.10.0 percent volume growth and the: $1.2 million- unfavorable’ impact of
foreign currency translation in the constant. teffitories. In addition, spending on advertising and marketing was
higher than in fiscal year 2005 to build brand ,awareness. Fiscal year 2006 was benefited by a $0.7 million
gain on a sale of lancl in the Czech Republtc whtle fiscal year 2005 was benefited by a $1.1 million gain
from the sale of a fac1l|ty in Hungary SD&A expenses as a percentage of net sales 1mproved to 34.8 percent
in fiscal year 2006, compared to 37.3 percent in the pnor year pnmanly drrven by the QABCL acquisition

“f

which benefited this measure by 1.8 percentage pomts S S

SD&A expenses in the Cartbbean mcreased $2. 6 rmllron 10 $57 5 million in fiscal year 2006. SD&A
expenses as a percentage of net sales was 23 7 percent in fiscal year 2006, a decline from 24.2 percent in the-
prior year.. SD&A expenses in ﬁscal year 2006 benef ted $0.6 million from the sale of a.warehouse in -
Barbados, partly offset by severance costs incurred as a result of our entry into a new third-party distributor
arrangement in Jamarca

Specwl Charges In ﬁscal year 2006 we recorded specral charges of $11 5 million in the U.S. related
to our strategic realtgnmem to further strengthen our customer focused go- to-market strategy. These specral
charges were primarily for severance and other employee related costs, 1ncludmg the acceleration of vesting of
certain restricted stock awards. In'addition, we incurred costs associated with consultrng services in connection
with the realignment project, which were included in:the special charges :
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In addition, in ﬁs%al year 2006, we recorded special charges of $2.2 million in Central Europe, primarily
for a reduction in the workforce. These special charges were primarily for severance costs and related benefits.

Operating Incomti’. Operating income for fiscal years 2006 and 2005 was as follows (dollar amounts in
millions): ‘ ' .

|

El 2006 2005 Change *
Us. * ........................................ $330.1 $387.7  (14.9)% -
Central Europe . . ... . e 209 1.5 ¥
Caribbean . ... ... 50 42 190%
Worldwide l ........................................ $356.0 $3934  (9.5)%

. i
* Calculation of percentage change is not meaningful.

Operating incomejdecrcased $37.4 million, or 9.5 percent, to $356.0 million in fiscal year 2006. This was
driven by special charges, the operating performance in the U.S. during fiscal year 2006 and fructose
settlement income in fiscal year 2005. The decrease was partly offset by the contribution of the QABCL
acquisition and the sirong operating performance in Central Europe.

Operating income in the U.S. decreased $57.6 million, or 14.9 percent, to $330.1 million in fiscal year
2006. Fiscal year 2005 included $16.6 million of fructose settlement income. The remaining decline in
U.S. operating income was attributed to higher cost of goods sold, continued carbonated soft drink volume
declines, a shift in our package mix to less profitable products and higher SD&A expenses.

Operating income ;in Central Europe increased $19.4 million to $20.9 million in fiscal year 2006, due to
the contribution made by the QABCL acquisition and the operating performance of the constant territories.
Fiscal year 2006 was favorably impacted by foreign'currency translation of $3.9 million.

|

Operating i income 1n the Caribbean increased $0.8 million to $5.0 million in fiscai year 2006 compared to
$4.2 million in fiscal’ year 2005. Volume growth and the increase in net pricing contributed to this
improvement. i o

Interest Emd Other Expenses. Net interest expense increased $11.4 million to $101.3 million in fiscal
year 2006 compared | [0! $89.9 million in the prior year This increase was due primarily to higher interest rates
on floating rate debt dnd higher overall debt levels. The higher debt levels were primarily due to the
" acquisition of_ the remallmng interest in QABCL in fiscal year 2006. Interest expense in fiscal year 2005
included a $5.6 million; loss related to the early extinguishment of debt, partly offset by the receipt of
$1.5 million of interestiincome related to a real eState tax appeals refund on a previously sold parcet of land. °

We recorded other {expense) income, net, of $l 1.5 million in fiscal year 2006 compared to other
(expense) income, net, of $4.9 in fiscal year 2005. In fiscal year 2006, we recorded a $7.3 million
other-than-temporary' 1mpa1rment loss related to an equity securlty investment in Northfield Laboratories, Inc. |
This was partially offset by foreign currency transaction gains of $1.3 million and a gain of $0.9 million on
the sale of mvestments Fxsca} year 2005 included foreign currency transaction losses of $3.3 million.

Income Taxes. Thc effective income tax rate, which is income tax expense expressed as a percentage of.
income from commumg operations before income taxes, was 37.2 percent for fiscal year 2006 compared to
36.4 percent for fiscal year 20035, The current year's rate was unfavorably impacted by the mix of our
international operations.

In fiscal year 2005;, we recorded a $1.6 million benefit related to the reversal of valuation allowances for.
certain net operating loss carryforwards offset by tax contingency requirements. In addition, we recorded a
$0.9 million benefit from a state income tax law change in the state of Ohio.

! .
Equity in Net Earnings (Loss) of Nenconsolidated Companies. In June 2005, we acquired a 49 percent
minority interest in QAFCL. Equity in net earnings of nonconsolidated companies was $5.6 million in fiscal
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year 2006, which reflects our equny interest in QABCL until we acqurred the remaining 51 percent of the
outstandmg common. stock at-the begmmng of the third quarter of 2006.~ 4 j,. - P e

P : Net Income. Net tncome decreased $36 4 million to $1583 mtl]ton in ﬁscal year 2006 compared to
* $194.7 million in fiscal year 2005.. The dlscussmn of our operating results mcluded above explams the .
decrease in net income.

Operatmg Results — 2005 compared with 2004 \ ;

Volume Sales volume growth (declines) for fiscal years 2005 and 2004 were as follows:

As Reported - ' o . 2005 2004

A . ‘ :
b 8 P 74% (2.0)%
L Ceniral Europe . ....... TS A P 33% (13.00% -
. Caribbean . ........... ERUU e .34%  38%
o Worldwide ......... T e o 65%  (35)%
j UoS. ottt e e 0.1)% (2.0)% -
o Central BUTOPE . . . . . oottt et e e et e e 3.3% (13.0)%
i Caribbean . . .. oot e e 34% 3.8%
y : Worldwide . .........0..... [ R U 07% (3.5%

~‘In fiscal year 2005, worldwide volume mcreased 6.5 percent compared o the prior year due mainly to the
impact of the CIC acquisition, whtch contrlbuted 5.8 percent of the worldwrde volume growth Addtttonally, .
sales volume in Central Europe in fiscal year 2005 was stronger than thé volume that we experienced during
fiscal year 2004. In fiscal year 2004, volume in Central Europe was unfavorably impacted by the accession of -
| : our markets into the European Umon . -

——— e

[ . The 7.4 percent growth in U.S. volume in fiscal year 2005 was prtmartly attributed to_the 1ncremental

- volumé fronv the ClC acquisition. On a constant territory basis, U.S. -volume remained essenttally flat. The
double- ~digit growth in our non-carbonated beverages category was offset by. Iow single-digit declines in
carbonated soft drinks. Growth in non-carbonated beverages was. driven prtmartly by a 39 percent increase in
Aquafina volume, which included the introduction of Aguafina Flavor Splash in the first quarter of 2005. In
1 addition, double-digit growth in sports-and energy drinks contributed to the overall growth in the non-
4 " carbonated beverage category/ *Non- carbonated beverages represented 14 Percent of ¢ our overall portfolio in -
. fiscal year 2005 up from 12 percent in fiscal year 2004 We expenenced smgle digit volume declines'in -+ :

s Trademarks’ Pepsr and Mountam Dew partly offset by smgle d1g1t growth 1n both: our overall diet category and
W Trademark Dr Pepper o ‘ N e Rt

Ve - . . e . e 4

' . Total volume in Central ‘Europe mcreased 3.3 percent dunng ﬁscal year : 2005 During fiscal year 2004
T we expenenced volume declines due primarily to the market-wide tncreases in costs related to the accession of
' our markets into the European Union. We also experienced cold weather: conditions in, the late spring and early
. summer of fiscal year 2004, that negatively 1mpacted volume. Therefore !ﬁscal year-2005 volume improvement )
was parttally attributed to the soft performance we expertenced durmg ﬁscal year 2004. The remamder of -
growth in volume for fiscal year 2005 ‘was driven" by'a htgh.smgle d1g1t 1ncredse in the premtum carbonated '
; " soft drmk category, dnven by’ promotronal efforts for Trademark Pepsu m a 2.5 liter package and'a positive .
. consumer, response to pricing in Repiblic of Slovakra The successful launch of Slice in all markets to
! compete agamst our competrtors value brands also drove volume throughout fiscal® year 2005. The launch of
Tropicana juice drinks in Hungary and improved promottonal activities for othér juice branids in the Czech: -
' Repubhc and Republic of Slovakia drove volume growth in the non- “carbonated beverage category. Volume -
growth in. those categories was partly offset by a high single-digit decline in the water category due to thm .
" highly. competlttve water env1ronmem especially in Hungary, = - .- Y o v
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Volume in the Canbbean increased 3.4 percent during fiscal year 2005 compared to fiscal year 2004. The
volume increase reflected volume growth across all markets as well as the two months of incremental volume
provided by the Bahamas in fiscal year 2005. We acquired a majority interest in the Bahamas in March 2004
and the Bahamas was included in our consolidated results at that time. Volume was driven by double-digit
growth in the non-carbonated beverage category and high single-digit growth in flavors. Volume increases in
these categories were pelmly offset by the negative impacts caused by a difficult hurricane season in Jamaica
and a country-wide labor strike that limited raw materiat supply for a short period of time in Puerto Rico. In
addition, an economic slowdown in Puerto Rico during the fourth quarter of 2005 also negatively impacted
volume. I

Net Sales. Net sales and net pricing statistics for fiscal years 2005 and 2004 were as follows (dollar
amounts in millions):

Net Sales ' 2005 2004 Change
UsS. ... e e e $3,156.1 $2,825.8 11.7%
Central Europe...;.....................I. ............... 3435 3094 11.0%
Caribbean ... .. .. i e e 226.4 209.5 8.1%
Worldwide. . ... ..o e $3.726.0  $3,3447 11.4%
|
Net Pricing Growth — as Reported 2005 2004
US. ... ;' ................................................... 36% 48%
Central Europe . . i ..................... e 43% 14.2%
Cartbbean . ... .. ooevviint ... e 42% 6.6%
Worldwide . .. . .. ! ..................... e e 39% 6.5%
Net Pricing Growth — Constant Territory 2005 2004
UsS. .......... ; ........... e e e e Tl 32% 4.8%
CentralEurope...I...................._ ............................... 43% 14.2%
Caribbean ... ... . .. . e 42% 6.6%
Worldwide . . . . .. |_ .................... e 36% 65%

Net sales in fiscal year 2005 increased $381.3 million, or 11.4 percent, to $3,726.0 million. The
11.4 percent increase in worldwide net sales reﬂccted an increase in net pricing and volume and the
incremental benefit of the CIC acquisition,

Net sales in the U.IS. in fiscal year 2005 increased $330.3 million, or 11.7 percent, to $3,156.1 million.
Approximately two-thirds of the increase in net sales in the U.S. was the result of the incremental net sales
contributed by the CIC territories The remainder of the increase in net sales was primarily due to the
3.6 percent increase in net pricing. The improvement in net pricing was driven by a two-thirds contribution
from price and a one- third contribution from changes in package mix. The increase in pricing reflected our
initiative to grow our mpgle serve category. Net sales increases were also driven by successful promotional
efforts during fiscal year 2005, including holiday activity and continued product innovation with the ;
reformulation of Wild Cherry Pepsi, Cherry Vanilla Dr Pepper and Pepsi One. Net sales also benefited from
line extensions with tho'! introduction of Pepsi Lime and Aquafina FlavorSplash.

Net sales in Centra:l Europe increased $34.1 million, or 11.0 percent, to $343.5 million in fiscal year
2005. The increase rcsu,lted from a 3.3 percent volume increase and a 4.3 percent increase in net pricing
driven by the favorable impact of foreign currency translation. Foreign currency translation contributed
$22.5 million to net saies growth in fiscal year 2005, On a local currency basis, net pricing declined due to the
overall competitive pncmg environment and promouonal activity executed in our markets.

Caribbean net sa_les increased $16.9 million, or 8.1 percent, to $226.4 miltion in fiscal year 2005. Both a ¢
net selling price increase of 4.2 percent and volume growth of 3.4 percent drove the increase in net sales. The
increase in net selling plrice was driven by favorable package mix shifts and increased pricing in the single-
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serve packages. Comparisons between periods were impacted by the consolidation of the Bahamas in-March
2004; the two additional months of net sales in fiscal year 2005 contributed $1.9 million of the increase.” '

Cost of Goods Sold. Cost of goods sold and cost of goods sold per unit statistics for fiscal” years 2005
- and 2004+ ‘were as follows (dollar amounts in millions):

- Cosl of Goods Sold - ’ 2005 2004 l'..Change
LUS. S U $1,7849 $1,5948  11.9%

Central Europe. . ......... e el Ll 211.3 1751 20.7%

Caribbean ............... 167.3 152.3 9.8%

Worldwide- ... ..0 L e ©$2,163.5  $51,9222 . 12.6%

1 L]

 Cost of Goods Sold per Unit Increase — as Reported ' _ 2005 2004
US. ..... SR O PO 34% 3.4%
Central EUFOPE . ..o oo oo ettt e 11.1% 14.3%
Caribbean . ... .. ouie e e ©58% 3.6% . .
Worldwide. . ......... e e e e e e - 45% 53%
Cost of Goods Sold per Unit Increase — Constant Territory ) 2005 %
US. oo ST USRS ST L 32% 34%
Central BUOPE ... ..ottt v e e e VO 1L1% 14.3%,
CABbBEAN . . . oot B ... 58% 36%
Worldwide. . ....... e IR T P 4.1% 5.3%

c e cde W

Cost of goods sold mcreased $24l 3 mrllron or 12 6 percent to $2 163.5 million compared to
$1,922.2 million in the prior year. The increase was driven prlmanly by volume growth in all geographrc
segments and higher raw: matenal COSts, as worldmde cost of goods sold per unit increased 4.5 percent during

fiscal year-2005: The- pnmary drivers of the increase in raw matenal costs were increases in aluminum; fuel
and resin costs. © " ) . . : . . _ C

Ens

In the U.S., cost of goods sold increased $190.1 million; or 11.9 ] percent to $l 7849 million. The = 7~

increase was primarily driven by the incremental cost of goods sold attributableto CIC Wthh répresented -

+ approximately two-thrrds of the increase, and a higher cost ‘of goods sold per unit. Cost of goods sold per un1t
. mcreased 34 percent in the U.S., primarily due to price increases in aluminum, fuel and resin. We were able

to mitigate, in"part, the increase in aluminum and fuel costs with our hedglng program. On average,

concentrate prlces from PepsrCo for carbonated soft drinks were approxamately 20 percent higher in fiscal
year 2005 ‘than the prior year.

[

In Central Europe, cost of goods sold increased $36.2 millicni‘ or 20.7 p'ercent to $211.3 million. This

“increase was primarily due to. volume growth of 3.3 percent, higher raw material costs and the. $6.8 million .

unfavorable-impact of foreign currency translation. The cost of goods sold per umt increase of 11.1 percent in
fiscal year 2005 mcluded the unfavorable impact of foreign currency, translatlon Higher sugar, fuel and resin
prices also contnbuted to'the mcrease in cost of goods sold per unit,. FER “

-

" In the Caribbean, cost of goods sold increased $]5 0, rmlllon or 9.8 percent 10 $167. 3 mllllon dnven -
mamly by volume growth of 3.4 percernt, an increase in cost of goods sold. per unit of 5.8 percent and the

incremental two months of cost’of goods sold contributéd by the Bahamas in fiscal year 2005 compared to the *."

prior year. The cost of goods sold per unit increased due to increases in the pnces for resin, fuel and utlhtles
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Selling, Delivery and Administrative Expenses. SD&A expenses and SD&A statistics for fiscal years

2005 and 2004 were as'follows {(doilar amounts in millions):

!
SD&A Expenses | 2005 2004 Change
US. oveenn L e $1000.1 § 8987  113%
Central Europe. . E ..................... e 128.2 128.4 {0.2)%
Caribbean . . .... e e R 54.9 51.8 6.0%
Worldwide.. . . . . . I ..................................... $1,183.2 $1,078.9 9. 7%
: ' !

SD&A Expense as a l;ement of Net Sales " 2005 2004
US. oo | .............................. 31.7% 31.8%
Cenmtral Borope ... ... ... . 37.3% 41.5% .
Caribbean . . . .. .‘l ..................... e 242% 24.7%
Worldwide. .. ... ... ... ... . e e 31.8% 32.3%

In fiscal.year 2005 SD&A expenses increased $104.3 million, or 9.7 percent, to $1,183.2 million from
'$1,078.9 million in the' prior year. As a percentage of net sales, SD&A expenses decreased to 31.8 percent in’
fiscal year 2005, compared to 32.3 percent in fiscal year 2004 due primarily to the lower operating costs
achieved in Central Eu;rope as a result of cost containment initiatives.

In the U.S., SD&A expenses increased $101.4 million to $1,000.1 million in fiscal year 2005. The
increase in SD&A in fiscal year 2005 was primarily due to the incremental SD&A contribution of CIC, which
represented approximately two-thirds of the total increase. The remainder of the increase was due primarily to
increases in insurance, employee benefits and fuel costs. Additionally, SD&A expenses in fiscal year 2005
included $1.4 million of expense recorded for the early termination of a real estate lease for our corporate
offices in the Chicago area and $6.1 million of expense related to the remaining obligations related to this
lease. As a percentagelof net sales, SD&A expenses remained essentially flat at 31.7 percent in fiscal year
2005, compared to 31.8 percent in the prior year. i

In Central Europe, SD&A expenses decreased $0.2 million to $128.2 million in fiscal year 2005. The
decrease was driven by lower operating costs associated with our cost reduction programs implemented in
fiscal year 2004 and the first quarter of 2005 and a,$1.1 gain from the sale of a facility in Hungary in fiscal .
year 2005. This decrease was partially offset by the $6.4 million unfavorable impact of foreign currency '
translation and volumc growth of 3.3 percent. SD&A expenses as a percentage of net sales improved to
37. 3.percent_m fiscal year 2005, compared to 41.5 percem in the prior year.

SD&A expenses 1n the Caribbean increased $3.1 million to $54.9 million in fiscal year 2005. This
increase was mainly due to volume growth of 3.4 percent and higher fuel costs. SD&A expenses as a
percentage of net sale:; improved to 24.2 percent in fiscal year 2005, compared to 24.7 percent in the prior
year. SD&A expenses!were also higher due to the incremental two months of SD&A expenses contributed by
the Bahamas in fiscal year 2005 compared to the prior year.

Fructose Settle'mlent Income. During fiscal year 2005, we recorded income of $16.6 million related to
proceeds from the sett]emem of a class action lawsuit. The lawsuit alleged price fixing related to high fructose
corn syrup purchased 'from Juiy 1, 1991 through June 30, 1995. We received all proceeds from the lawsuit
settlement to which we were entitled during fiscal year 2005. ;

Special Charges.! During fiscal year 2008, \;\;e recorded special charges of $2.5 million in Central
Europe, related to a reduction in workforce and thé consolidation of certain production facilities as we
rationalized our cost stmcture These special charges were primarily for severance costs and related benefits
and asset write-downs,

i
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Operating Income. Operating income for fiscal years 2005 and 2004 was as follows (dollar amounts in
millions): : .

‘ 2005 2004  Change
USe v e SR . .. $3877  $3323 . 16.7%
Central Earope . .............. S 1.5 7 20 (25.00%
Caribbean ... ............ U U 42 540 (222%
Worldwide ... .. e PR $393.4 §3_39_.7 15.8%

Operating income increased $53.7 million, or 15. 8 percent to $393 4 million in fiscal. |- year 2005
compared to $339.7 million in fiscal year 2004, driven by an increase in operating income in the U.S. of
$55.4 million, offset partly by a decrease in operatmg income in our combined 1ntemat10nal operations of

- .:i $1 7 million,

U.S. operating income benefited from the contrtbuuon of CIC, whlch accounted for approxrmately
56 percent of the operatmg income growth in the U.S. The remaining growth in operating income in the
U.S. was attributed to higher net pricing of 3.6 percent and the fructose settlement income, partrally offset by
higher raw material costs,

Operating income'in Central Europe decréased $0.5 million to $1.5 million in fiscal year 2005. The
decline ‘was'due mainly to the-competitive pricing pressures that we faced in-Hiingary durtng ﬁscal year 2005
partially’ offset by favorable foretgn currency translation of $9.3 million.

Operatmg income in‘the” Carlbbean decreased $1.2 million to $4.2 million in fiscal year 2005. The décline
was due in part to the economic slowdown and country-wide labor strike in Puerto Rico: The decrease also

reflected 1ncreased operatmg costs, pnmanly ‘for fuel, ut111tles and resin.
o e l

Interest and Other Expenses Interest expense, net, mcreased $27.8 million to $89 9 mlllron in fiscal
year 2005 compared to $62.1 mllhon in the prior year. This increase was dueto higher debt levels of over
$400 million since the end. of fiscal year 2004, used primarily to finance our acquisition of CIC and our
investment in QABCL, and a $5.6 million charge related to the early extinguishment of debt. The extinguished
debt was refinanced with new debt maturing in 2017 and 2035! Interest expense related to variable-rate debt
also contributed to the increase due to the i increase in short-term intérest rates during fiscal year.2005. The -
increase in interest expense was partly offset by the receipt-of $1.5 million of interest income relatéd to a real
estate tax appeals refund on a previously sold parcel of land.- Interest’expense, net, in fiscal year 2004 included
the recelpt of $1.9 million of interest income related to a state income tax refund and the settlement of various
income tax audtts See Notes 7 and 10 to the Consolidated Fmancnal Statements for further drscussmn

We recorded other expense, 'net, of $4.9 million in fiscal year: 2005 compared to othet income, net of
$4.8 million réported in fiscal year 2004. Fiscal year 2005 included foreign currency transaction losses of
$3. 3 million comparecl to forelgn currency transaction gams of $4 5 million in ﬁscal year 2004.

Income Taxes., The effecnve income tax rate, which is income tax expense expressed as a percentage of
income from conttnulng operations before, income taxes, was 36 4 percent for fiscal year 2005, compared to_;
35.6 percent for fiscal year 2004: Severat significant items impacted our. effectlve tax rate for fiscal years, 2005
and 2004. In fiscal year 2005, we recorded a $1.6 million. benefit related to.the reversal of valuation:
allowances for certain’ net operating loss carryforwards offset by tax contingency requirements. In addition, we
recorded a $0.9 million benefit from a state -income tax law change in the state of Ohlo In'the aggregate,
these items-reduced our efféctive income tax rate by approx1rnately 0.9 percent.

In fiscal year 2004, we recorded 2 $2.8 million benefit relating to the reversal of certain: tax habtlmes due
to the settlement of income tax audits through the 2002 tax year. In addition, we recorded a'$2.6 million net
tax benefit relating to a state income tax refund. In aggregate, both items reduced our €ffective income' tax rate
by approximately 1.9 percent in fiscal year 2004. See Note 8 to the Consolidated Financial Statements for+
further discussion of the significant items recorded in “Income taxes.”
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Equity in Net Earmngs {Loss) of Nonconsohdated Compames In fiscal year 2005, we acquired a |
49 percent rmnomy ulterest in QABCL, the Pepsi bottler in Romania with distribution rights in Moldova .
Equ1ty in net earn1ngs of noncousohdated compames was $4.9 million for fiscal year 2003, !

l l

" Prior to 1ncreas1ng our ownership in the Bahamas to 70 percent in March 2004, we owned a 30 percent :
‘minority interest mvestment in those operations, We prewously accounted for the investment under the equrty ;
method. During ﬁscallyear 2004, we recorded $0 1 million in equ1ty 1n net loss of nonconsohdated compames ;
related to thls mvestment . : ‘ i S

Net Income Net lncome increased $12.8 mllhon to $194 7 million in fiscal year 2003, cornpared 0 7
$181.9 mllhon, in fiscal. year 2004. The factors. affectmg the 1mproved performance were previously dlscussed

|
1
| o B
Liquidity and Capltal Resources o o ; ! ' :
Operaang actwmes  Net cash provided by operaung activities of contmumg operanons decreased by l
$88.0 million to $343. 8 l’l’lllllOIl in fiscal year 2006, compared to $431.8 million in fiscal year 2005. This' t
decrease was mamly am?buted to lower net income-and a lower benefit from changes in primary workmg [
capital due to tumng of «cash flows. Primary working capital is compnsed of inventory, accounts payable and i
. accounts receivable, excludmg securitized recewablesI Addmonally, net cash provided by operating activities -
" was unfavorably unpa'cted year;over-year due to the- recelpt of a féderal income tax refund of $13.3 million in |’
_ the first quarter of 2005 Tand the impact of the reclasmﬁcauon excess tax benefits for share based compensa-
.t1on arrangements to ﬁnancmg activities,. | :

LRI

Net cash' provnded by operating’ actmtles was falforably impacted by the year-over-year decrease i in
-contributions made to our penston plans. We contributed $10.0, million to our pension plans in fiscal. year 2006,
compared to $16 8 nulh('m in fiscal year 2005. Weiwere $0:1 million underfunded in our pension plans as of I '
the end of fiscal year 2006 A minimum contnbuuon of $0.7 million'is required under the minimum funding i
standards in fiscal year 2007 We do not anticipate making any additional contributions to our pension plans 1
dunng 2007. We do not believe that: any known trends or uncertainties related to our pensicn plans will result :
in a material ohange m our results of operatlons ﬁnancral condition, or our hqutd1ty o

Invesnng acuvmes Investmg activities durmg fiscal year 2006 included capnal mvestments of.
$169.3 million; a decrease of $11.0 million from capxtal investments of $180.3 million in fiscal year 2005.
Capital spending in ﬁscal year 2006 decreased pnmanly -due to lower spending on machinery and equ1pment
Capital spendnllg in ﬁscal year 2007 is expected to be in the range of $190 million to $200 million.

I’
o
; :
jl
During ﬁscal year 2006, we acqu1red the rernammg 51 percent of the outstandmg stock of QABCL for l
$81.9 million, net of $17 0 million cash acquired. We acquired $55.4 million of debt as part of the acquisition. i’
In fiscal year 2005 we had initially acqulred 49 percent of the outstanding stock of QABCL for $51.0 rmlhon ;
In fiscal year 2006, we also completed the acqu151t1on of Ardea Beverage Co., the ‘maker of the airforce
Nutrisoda line of drmks IDunng fiscal year 2005, we completed the acquisition of the capital stock of CIC and "
the capital stock of FM Vending. CIC had bottling operatrons in southeast Florida and central Ohio, and was
the seventh largest Peps1 bottler in the U.S. The total ‘amoimnt of these acquisitions is included in “Franchises
and compames acqu1red net of cash acqulred” in the Consolidated Statements of Cash Flows.

.
'
ll
: i

Fmancmg Acnvmes Our total debt 1ncreased $126.8 million to $1,703.1 million as of the end of fiscal
year 2006, from $1, 576 3 million as of the end of fiscal year 2005. During fiscal year 2006, we paid $134.7 at |
maturity of the 6.5 percent notes and 5.95 percent notes both due February 2006 In addition, during the :
fourth quarter of 2006, we repaid a portion of long—term debt acquired in the QABCL acquisition in the |
amount of $51.1 n'nlhon ‘ . - '

]

In fiscal. year 2006 we issued $250 million of' notes due May 2011 with a coupon rate of 5.625 percent.
Net proceeds from this i issuance were $247 4 million, lwhxch included a reduction for discount and issuance
costs. The proceeds from the issuance were used prlmanly to repay our commerc1a] paper obligations and for -

o
1
!
other general corporate purposes ‘ ! | l
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In January.2005, we issued $300 million of notes due January 2015 with a coupon rate of 4.875 percent.
Net proceeds from the transaction were $297.0 million, which reflected the reduction for discount and 1ssuance
costs. The proceeds from this issuance' were-used to fund the acquisition of CIC.

In May 2005, we issued $250 million of -notes due May 2017 with a coupon rate of 5.0 percent and
$250 million' of notes due May 2035 with'a coupon rate 'of 5.5 percent. Net proceeds from these issuances .
were $492. 3 million, which reflected the reduction for discount and issuance costs. The’ proceeds from thesé -
issuances were used, in part, to-fund the debt tender offer in May 2005 . o

In May 2005, we completed a cash tender offer related to $550 m:lllon of our outstandmg debt The total
principal amount of securities tendered was $388.0 million. The cash payment to the bondholders for this
transaction, including accrued interest and premiums, was $395.3 million. As a result of the tender offer we -
recorded a loss on'the early extmgurshment of debt in fiscal year 2005 of $5.6 mrlllon which is recorded in
“Interest. expense net” on our Consolldated Statement of Income. . : ‘

During: ﬁscal year 2004, we assumed $4.3 million of debt assoc1ated with the Pepsr Cola Bahamas
transaction. We-also increased our net borrowings by $19.4 mrlllon on our short-term debt facrhtres during
fiscal year 2004. In May 2004, we repaid $150 million face va]ue 6.0 percent notes at their maturity.

We utilize revolving Cl’ﬁdl[ facilities both in'the U.S. and in"our mtematronal operauons to fund short-

term financing needs primarily for working capital. During. fiscal year 2006, we entered into a new five-year, -

$600. million unsécured revolving' credit facility. The facility is for general corporate purposes, including

g commercial paper backstop. It replaces our previous five-year, $500 million credit facility on substantlally
- similar terms..It is our policy to maintain a committed bank facility as backup ﬁnancmg for our commercial

paper program..Accordingly, we have a total of $600 million available under our commercial: paper program
and revolving credit. facility combined. We had $164.5 million of outstandmg commercial paper borrowings as
of the end of fiscal year 2006, compared to $141.5 million at the end of fiscal year 2005 Internationally, we
had revolving credit facility borrowings of $9.2 million at the end of fiscal year 2006 compared to

$13.9 million at the end of fiscal year 2005. ‘

+

Since fiscal year 2001 we have executed a strategy, to repurchase our stock. On July 21, 2005, our Board ‘

of Directors approved the repurchase of 20 million additional shares under a prev1ously authonzed repurchase
program. This authorization was in;addition to previous ‘authorizations approved in both fiscal years 2001 and
2002. During fiscal year 2006, we repurchased 6.3 million shares of our common stock for $150.7 million.- As-
of fiscal year end 2006, 9.8 million shares remained available for repurchase under the 2005 authorization. .
During fiscal year-2005, we repurchased 10.1 million shares of our common stock for $239.2 mitlion, Durmg
fiscal year 2004, we executed an accelerated stock repurchase program in which we repurchased 10 mrlhon ‘
shares of our’common stock for $203.5 million. See Note .14 in the Consolidatéd Financial Statements for.
further discussion. During fiscal year 2004, after the completron of the accelerated stock repurchase program
we repurchased an addmonai 0.2 ‘miilion shares of our common stock for $4. 2 mrlllon

In

- During fiscal year 2005 we retired 30 million shares of treasury stock No cash consideration was pald or

. received.as a part of this transaction. The transaction reduced the number of common shares issued to-

137.6 million shares at the end of fiscal year 2005.compared to 167.6 million shares at the end of fiscal year
2004 Boploe :

L
v

Begmmng in fiscal year 2(}04 our Board of Ditectors instituted a practlce of reviewing dlvndend .

‘ declaratlons on a quarterly basis. The Board has declared .quarterly dividends of $0. 125 per share on

PepsrAmerlcas common stock for each quarter in fiscal year 2006 ‘The fourth quarter dmdend was payable | '
January 2, 2007 to shareholders of record on December 15, 2006. We pard cash dividends of $48.1 million in
fiscal .year 2006 based on this quarterly. cash dividend rate. We-also paid-$11.2 million in fiscal year 2006
related to'dividends that- were' declaréd in fiscal year 2005 but not paid until fiscal year 2006. At.the end of
fiscal year 2006, $17.2 million of dividends were declared and not yet paid. The amount is:included in

“Payables” in the Consolidated Balance Sheets.-During fiscal year 2005 and 2004, we.paid cash dividends of. . .

$35.1 million and $42.0 million, respecuvely, based on a quarterly dlvrdend rate of $0.085 and $0.075 per .
share, respectively. . .
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Our debt agreements contain a number of covenants that limit, among other things, the creation of liens,
sale and leaseback transactions and the general sale of assets. Our revolving credit agreement requires us to
maintain an interest coverage ratio. We are in compliance with all of our financial covenants.

We believe that our operating cash flows are sufficient to fund our existing operations and contractual
obligations for the foreseeable future. In addition, we believe that our operating cash flows, available lines of
credit, and the potential 'for additicnal debt and equity offerings will provide sufficient resources to fund our
future growth and expansmn There are a number of options available to us and we continue to examine the
optimal uses of our cash including reinvesting in our existing business, repurchasmg our stock and
acquisitions with an appropnate expected economic return.

Contractual Obligatioqs

The following tat:oltei provides a summary of our contractual obligations as of the end of fiscal year 2006,
by due date. Long-term debt obligations do not include amounts related to the fair value adjustment for
interest rate swaps and limamortized (discount) premium, Qur short-term and long-term debt, lease commit-
ments, purchase obligations and advertising and exclusivity rights are more fully described in Notes 10, 11
and 18, respectively, in the Notes to the Consolidated Financial Statements. Our interest obligations relate to
our contractual obligations under our fixed-rate long-term debt.

| i Payments Due by Period
Total 2007 2008 2009 2010 2011 Thereafter

1

Commercial paper and fotes
payable .. ........ [ $ 1739 '$1739 $§ — % — § —

L.ong-term debt obligations . *39.0 0.1 150.1 0.1
Interest obligations ’ . 914 81.2 76.4 71.7

Advertising commitments and ' .
exclusivity rights . . . . 272 208 12.5 8.2 . 8.7

Raw material purchase obligations . . . 243 24.1 — 3.8 _ —
Lease obligations. . . .. e . 15.1 11.4 11.1 7.9 6.5 343

Total contractual cash olbligations. .. $2903.0 $3709 $137.6 $250.1 $91.7 $326.0 $1,726.7
o

Discontinued 0periations. We continue to be subject to certain indemnification obligations, net of
insurance, under agreements related to previously sold subsidiaries, including indemnification expenses for
potential environmental ‘and tort liabilities of these prior subsidiaries. There is significant uncertainty in
assessing our potential expenses for complying with our indemnification obligations, as the determination of
such amounts is subject'to various factors, including possible insurance recoveries and the allocation of
liabilities among other potentially responsible and financially viable parties. Accordingly, the ultimate
settlement and timing of cash requirements related to such indemnification obligations may vary significantly
from the estimates inclu:ded in our financial statements. At the end of fiscal year 2006, we had recorded
$60.3 million in liabiliti1e5 for future remediation and other related costs arising out of our indemnification
obligations. This amount excludes possible insurance recoveries and is determined on an undiscounted cash
flow basis. In addition, 'we have funded coverage pursuant to an insurance policy (the “Finite Funding™)
purchased in fiscal year 2002, which reduces the cash required to be paid by us for certain environmental sites
pursuant to our indemnification obligations. The Finite Funding receivable amount recorded was $13.7 million
at the end of fiscal year. 2006, of which $4.2 million is expected to be recovered in 2007 based on our
expenditures, and thus, }s included as a current asset in the Consolidated Balance Sheet.

During fiscal years‘; 2006 and 2005, we paid, net of taxes, $11.1 million and $10.1 million, respectively,
related to such indemnification obligations, including the offsetting benefit of insurance recovery settlements
of $6.5 million and $2.2 million, respectively, on an after-tax basis. We expect to spend approximately
$25 million on a pretax’ basis in fiscal year 2007 related to our indemnification obligations, excluding possible
insurance recoveries. (See “Environmental Matters” in Item | and Note 18 to the Consolidated Financial
Statements for further discussion of discontinued operations and related environmental liabilities).
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Off-Balance Sheet Arrangements

lt is- not “our husmess pracuce to. enter 1nto off"balance sheet arrangements other than in the normal .
course of business, nor is 1t our pohcy to issue guarantees to nonconsohdated afflhates or third parties.

at

Critical Accounting Policies

‘The preparanon of the Consohdated Financial Statements 1n conformlty wrth U S generally accepted

"accountmg principles reqmres management to,use; estlmates We base our esnmates on historical- expenence

available’ 1nformatlon and various other assumptlons that are beheved to be reasonable under the circom- «
stances, -the results of .which form the basis.for. makmg Judgments about carrylng values’ ‘of ‘assets and -
llabllltles that-are; not readlly apparent from othér. sources: “Actial-results could: différ. from those estlmates,

-and revisions to. estlmates are included in our results for the period‘in‘which the actual amounts or rev1s1ons

"become, known Presented in.our notes to-the Consohdated Financial” Statements is aisummary of our most
's1gn1ficant accounting policies. used, in-the preparation of such statements. S1gn1ﬁcant estimates in the : ‘
Consolidated Financial Stateménts mclude recoverablhty of goodw1ll and 1ntanglble assets with indefinite.” ¢

hves' environmental llablhnes income taxes and casua}ty insurance costs which are descnbed in further detall
below B ST . T b

[ RO [ '

~Recoverability of Goodwill and Intangible Assets' with Indefinite Lives. Goodwill and’ intangihle; :
assets wrth indefinite useful lives are not amortized, but instead tested annually for impairment or more
: frequently if events or changes in circumstanceés indicate that an asset nught be lmpalred

Goodwill is tested for 1mpa1rment usmg a two step approach at the reportmg unit level: U.. S Central
Europe -and the Caribbean. First, we estimate the fair. value of the répofting Units pnmanly usmg )
discounted estimated future cash flows. If the carrying value exceeds the fair value of - the’ reportmg umt
the second step of the goodwill impairient test is performed to méasure the amount’ of the potent1al loss.
Goodwill impairment is measured by comparlng the “implied fair value “of goodwill' w1th its’ carrymg

" amount. , - ; : Ce - . o

Our identified intangible assets with indefinite lives principally arise from the allocation of the: purchase
price of bus1nesses acqu1red and consist pnmanly of franchise and dlstnbutlon agreements. Impairment
is measured as the amount by which the carrying value of the mtangtble asset exceeds its estlmated fair
value. The estimated fair value is generally determined on the basis of dlscounted future cash flows.

The impairment evaluation requlres the use of considerable managernent Judgment to determine the fair
value of the goodwill and intangible assets with indefinite lives using discounted future cash flows, o

. mcludmg estimates and assumptlons regarding the amount and timing of cash, flows cost of capital and
growth rates, . ok

.

Environmental Liabilities, We continue to be subject to certain indemniﬁcation 'obligationsunder
agreements related to- prev1ously sold subsidiaries, 1ncludmg potential envxronmental liabilities (see
“Environmental Matters™ in Item 1 and Note 18 to the ‘Consolidated Financial Statements for.further
discussion). We have recorded our best estlmate of our probable liability under those 1ndemmﬁcat1on .
obhgatrons with the ass1stance of outsxde consultants and other professxonals The estlmated mdemmﬁca—
tion liabilities lnclude expenses for the remedlatlon of 1dent1ﬁed sites, payments to’third pames for clarms
and expenses (1nclud1ng product habrhty and toxic tort clatms) admlnrstratlve expenses, and the expense
of on-going evaluauons and litigation. Such estlmates and the recorded hablhues are subject to various
factors, mcludmg poss1ble insurance: recovenes, the allocatlon of habllmes among other potentially
respons:ble part1es the advancement of technology for means of remediation,’ possrble changes in the .
scope of work at the - contarnmated sites, as well as possible changes in related lawls regulations, and

. agency requ1rements "We do not discount environmiental liabilities. '

© e R . .
Income Ta.xes. Our effechve income tax rate is based on income, stalutory tax rates and tax
planning opportunmes available 10 us in the various jurisdictions. in which we: operate. We have
established valuation allowances against a portion of the non-U.S. nét operating losses and state-related
net operating' losses to reflect the uncertainty of our ability to fully utilize these .benefits-given the limited
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carryforward perlods permitted by the various ]unsdlctlons The evaluation of the realizability of our net
operating losses requires the use of considerable management judgment to estimate the future taxable
income for the various jurisdictions, for which the ultimate amounts and timing of such realization may
differ. The valuation allowance can also be impacted by changes in the tax regulations.

Significant judgmen:t is required in determining our contingent tax liabilities. We have established
contingent tax liabilities using management’s best judgment and adjust these liabilities as warranted by
changing facts and c1rcumstances A change in our tax liabilities in any given pertod could have a
51gn1ﬁcant impact on our results of operanons and cash flows for that period.

Casualty Insurance Costs. Due to the nature of our business, we require insurance coverage for.
certain casualty nsks We are self-insured for workers compensation, product and general liability up to
" $1 million per occurrence and automobile liability up to $2 million per occurrence. The casualty
insurance costs for our self-insurance program represent the ultimate net cost of all reported and estimated
unreported losses mcurred during the fiscal year. We do not discount casualty insurance liabilities.

Our liability for casualty costs is estimated using individual case-based valuations and statistical analyses
and is based upon historical experience, actuarial assumptions and professional judgment. These estimates
are subject to the effects of trends in loss severity and frequency and are based on the best data available
to us. These estlmales however, are also subject to a significant degree of inherent variability. We
evaluate these estjm'ates with our actuarial advisors on an annual basis and we believe that they are
appropriate and within acceptable industry ranges, although an increase or decrease in the estimates or
economic events outSlde our control could have a material impact on our results of operations and cash
flows. Accordingly, the ultimaté settlement of thése costs may vary sngmficanlly from the estimates
included in our Conlsohdaled Financial Statements.
%
Related Party Transactions

Transactions with PepsiCo

Pepano is con51dered a related party due to the nature of our franchise relationship and PepsiCo’s
ownership interest in us. As of fiscal year end 2006, PepsiCo beneficially owned approximately 44 percent of
PepsiAmericas’ outstandmg common stock. During fiscal year 2006, approximately 90 percent of our total net
sales were derived from the sale of PepsiCo products. We have entered into transactions and agreements with
PepsiCo from. time to tjrr{e, and we expect to enter into additional transactions and agreements with PepsiCo
in the future. Material aggrecments and transactions between our company and PepsiCo are described below.

Pepsi franchise agreé:ments are issued in perpetuity, with the exception of QABCL, subject to termination
only upon failure to comply with their terms. Termination of these agreements can occur as a result of any of
the following: our bankruptcy or insolvency; change of control of greater than 15 percent of any class of our
voting securitiés; untimely payments for concentrate purchases; quality control failure; or failure to carry out
the approved business pldn communicated to PepsiCo.

Bottling Agreements and Purchases of Concentrate and Finished Product. We purchase concentrates
from PepsiCo and manufélcture package, distribute and sell carbonated and non-carbonated beverages under
various bottling agreemems with PepsiCo. These agreements give us the right to manufacture, package, sell
and distribute beverage,plroducgs of PepsiCo in both bottles and cans and fountain syrup in specified territories.
These agreements inc]ude| a Master Bottling Agreement and a Master Fountain Syrup Agreement for beverages -
bearing the “Pepsi- Cola !and “Pepst” trademarks, meludmg Diet Pepsi in the United States. The agréements
also include bottling and dlS[l‘lbllllOl‘l agreements for non-cola products in the United States, and international
bottling agreements for coumnes outside the United States. These agreements provide PepsiCo with the ability
to set prices of eoneentrates as well as the terms of payment and other terms and conditions under which we
purchase such concentrates Concentrate purchases from PepsiCo included in cost of goods sold totaled
$829.8 million, $763.2 mllllon and $687.9 million for the fiscal years 2006, 2005 and 2004, respectively. In
addition, we bottle water 'under the “Aquafina” trademark pursuant to an agreement with PepsiCo that provides
for payment of a royalty fee to PepsiCo, which totaled $50.2 million, $36.9 millicn and $29.6 million for the
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fiscal years 2006, 2005 and 2004, respectively, and was included in cost of goods sold. We also purchase:
finished beverage products from PepsiCo and certain of its affiliates, including tea, concentrate and finished
beverage products from a Pepsi/Lipton partnership, as well as finished beverage products from a PepsiCof
Starbucks partnership. Such purchases are reflected in cost of goods sold and totaled $182.5 million,
$152.6 million and $97.2 million for the fiscal years 2006, 2005 and 2004, respectively.

Bottler Incentives and Other Support Arrangements. . We share a business objective with PepsiCo of
. increasing availability and consumption of Pep51 -Cola beverages. Accordmgly, PepsiCo prov1des us with
various forms of bottler incentives to promaote their brands: The level of this support is negottated regularly
and can be increased or decreased at the discretion of PepsiCo. The bottler incentives cover a variety of
initiatives, including direct marketplace shared media and advertising support, to support volume and market
share growth Worldwide bottler incentives from PepsiCo totaled approximately $226.8 million, $203. 3 million,
and $179.4 mlllton for the f'tscal years ended 2006, 2005 and 2004, respectively: There are no eondlttons or
requrrements that could result in the repayment of any support payments received by us:

In accordance wrth EITF Issue No. 02—16 “Accounting by a Customer (mcludmg a Reseller) for Certam
. Consrderatton Recetved from a Vendor,” bottler incentives that are dtrectly attributable to incremental expenses
incurred are reported as either an increase to net sales or a reduction to SD&A expenses, commensurate with

.. the recogmtton of the related-expense. Such bottler incentives irclude amounts received for direct support of

advertrsmg commttments and exclusivity agreements with various customers. All other bottler incentives are

. recognized a§ a reduction of cost of goods sold when the relatéd _products are sold based on the agreements
with vendors Such bottler incentives primarily include ‘base level funding amounts which are fixed based on

the prevrous year s volume and variable amounts that are reflective of the current year’s volume performance.

Based on mformatton recetved from PepsiCo, PepsrCo provided indirect marketing support to our
marketplace, which consisted pnmartly of media expenses. This indirect support is not reflected or included in
our Consoltdated Fmancral Statements as these amounts were paid by PepsiCo on our behalf to thitd parties

Manufacturing and Nanonal Account Servu:es We provide: manufactunng services to PepsiCo in
connection' with the production of:certain finished beverage products, and also provide certain manufactunng,
delivery and, equtpment maintenancé services to PepsiCo’s national account customers. Net amounts paid or _
" payable by Pep51Co to us for these services were $19.3 million, $17.2 million, and $17.5 million for fiscal

years 2006 2005 and 2004 respectlvely ‘ '

0ther Transactions. PepsrCo provides procurement services to us pursuant to a shared services '

i agreement Under such agreement, PepsiCo acts'as our agent and negotiates with various suppliers the cost of

" certain-raw rnatenals by entertng into raw. material contracts on our behalf. The raw material contracts obltgate
us'to purchase certam minimum Voluimes. PepsrCo also collects and remlts to us-certain rebates from the
various supplters related to our procurement volume. In addition, PepStCo executes certain derivative contracts
on our behalf and in accordance with our hedging strategies. In fiscal years 2006, 2005 and 2004, we paid
$3.9 million, $3.4 million, and $3.5 million, respectively, to PepsiCo for such services. o

During fiscal yeéar 2002, we paid $3.3 million to PepsiCo for the SoBe distribution rights, ‘of which
approxtmately $0.2 million of amortization expense is included in SD&A expenses: for the ﬁscal years 2006,
2005 and 2004, respecttvely ‘ : : .

Net amounts paid to PepsiCo and its affiliates for snack food products recorded in cost of goods sold
were $12.5 million, $11.4 million and $0.2 million in fiscal _years 2006, 2005 and 2004, respectively. ’

During fiscal year 2005; we received payment of $2.1 million related-to the settlement of the fructose
lawsuit for the former Heartland territories, which we acquired in 1999. The payment was originally made to
PepsiCo out of the settlement trust, and then the funds were rémitted to us by PepsiCo.The amount is
included in “Fructose settlement i 1ncome on the Consoltdated Stalement of lncome

At the end of fiscal years 2006,-2005, and 2004, net amounts due from PepsrCo related to the above
transactions amounted to $6.8 million, $8.9 million, and $12.6 million, respectively.
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In summary, the Consolidated Statements of Income include the following income and (expense)
transactions with PepsiCo (in millions):

Net sales:
Bottler incentives

Manufacturing flnd national account services .
]

; ', . . 43.8

Cost of g'ciods solH:L
Purchases of ceml:entrate $(829.8) $(763.2) $(687.9)
Purchases of ﬁr;tislhed beverage products : (182.5) (152.6) (97.2)
Purchases of finished snack food products (12.5) (11.4) (0.2)
Bottler incentives' e 182.3 156.4 134.2
Aquafina royalty 'fee - | (02) (69  (296)
Procurement semces L (3.9) 3.4) (3.5)

' ' $(896.6) 3(811.1) $(684.2)

Selling, delivery a;nr‘:l administrative experrses: .
Bottler incentives; . 139 § 140 § 189
Purchases of advertising materials .. ......:..... ... ....... {1.8) (2.1) (1.7}

! $ 121 $ 119 $ 172

' I

Transactions with Bottlers in Which PepsiCo Holds an Equity Interest. We sell finished beverage
products to other bott]ers including The Pepsi Botthng Group, Inc. and Pepsi Bottling Ventures LLC, in which
PepsiCo owns an equrty interest. These sales occur in instances where the proximity of our production
facilities to the other bot'tlers markets or lack of manufacturing capability, as well as other economic
considerations, make it more. efficient or desirable for the other bottlers to buy finished product from us, Our
sales to other bottlers, mcludmg those in which PepsiCo owns an equity interest, were approximately
$170.1 million, $128.8 mlllron and $84.8 million in fiscal years 2006, 2005, and 2004, respectively. Our
purchases from such other bottlers were $2.0 million, $0.2 million, and $0.2 million in fiscal years 2006,
2005, and 2004, respecttvely !

Agreements and Relationships with Dakota Holdmgs, LLC, Starquest Securities, LLC and Mr. Pohlad

Under the terms of the PepsiAmericas Merger Agreement Dakota Holdings, LLC {(*Dakota”), a Delaware :

limited liability compan)I/ whose members at the time' of the PepsiAmericas merger included PepsiCo and
Pohlad Companies, became the owner of 14,562,970 shares of our common stock, including 377,128 shares
purchasable pursuant to the exercise of a warrant. In November 2002, the members of Dakota entered into a
redemption agreement pursuant to which the PepsiCo membership interests were redeemed in exchange for
certain assets of Dakota. ' As a result, Dakota became the owner of 12,027,557 shares of our commeoen stock,
including 311,470 shdres purchasable pursuant to the exercise of a warrant. In June 2003, Dakota converted

from a Delaware llmlted liability company to a anesma limited liability company pursuant to an agreement -

and plan of merger In' Janudry 2006, Starquest Securmes LLC (“Starquest™), a Minnesota limited liability
company, obtained the shares of our common stock previously owned by Dakola, mcludmg the shares of
common stock purchasaI?le upon exercise of the above-referenced warrant, pursuant to a contribution
agreement. Such warrant expired unexercised in January 2006, resulting in Starquest holding 11,716,087 shares'
of our common stock. These shares are subject to a shareholder agreement with our company.

Mr, Pohlad, our (?h.:urrnan and Chief Executive Ofﬁcer, is the President and the owner of one-third of the .

capital stock of Pohlad Companies. Pohlad Companies is the controlling member of Dakota. Dakota is the
controlling mernber of Starquest. Pohlad Companies may be deemed to have beneficial ownership of the

| “
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securities beneficially owned by Dakota and Starquest and Mr, Pohlad may be deemed to have:beneficial
ownership of the securities beneficially owned by Starquest, Dakota and Pohlad Companies.

Transactions with Pohlad Companies

In fiscal year 2002, we entered into an Aircraft Joint Ownership Agreement with Pohlad Companjes.
Pursuant to the Aircraft Joint Ownership Agreemenl we purchased a one-eighth interest in:a Lear Jet, aircraft

. owned by Pohlad Companies. In fiscal year 2005, we terminated this contract and entered:into.a new Aircraft

Joint Ownership Agreement with Pohlad Compames for. a one- elghth interest in a Challenger aircraft and paid
Pohlad Companies approximately $1.7 million. SD&A expenses associated with the jet in fiscal years 2006,
2005, and 2004 were $0.2 million, $0.2 million and $0.1 million, respectively. -

Recently Issued Accounting Pronouncements ' e Lo e T

See Note 1 of the Consolidated Financial Statements for a summary of new accountmg pronouncemcnts

that may impact our business. : | : e

K] . ' " K

Item 7A. Quantitative and Qualitative Disclosures about Market Risk.

b

We are subject to various market risks, including risks from changes in'commodity prices: interest rates

- and. currency exchange ratcb . . ,'

Commodlty Prices. The risk from commodity price changes rclates to our ability to recover hlgher AR
product costs through price increases 1o customers, which may. be limited due to the competitive pricing .

environment that exists in'the soft drink business. We use derivative financial instruments to hedge pnce“ B

fluctuations for a portion of anticipated purchases of certain commodities-used in our operations: Die’to the . -

" high correlation between such commodity prices and our cost of these products, we considered these hedges to .

be highly éffective. At the end of fiscal year 2006, we ‘had no outstandmg hedges related to’aluminum or

diesel fue] : . . . . SRR
-‘ rE-

Interest' Rates. At the end of fiscal year 2006 ‘approximately 20 percent of our debt i issues were: varlable 2T

rate obligations., Our floating- rate exposure relates to changes in the six-month London Interbank Offered Rate-
(“LIBOR™} and the federal fuﬁds rate. Assuming consistent levels of floating rate debt with those.held as of
the end of fiscal year 2006, a 50 basis point change in each of these rates would have an impact of
approximately $1.6 million on our annual interest expense. In fiscal year 2006, we had cash ‘equivalents .
throughout a majority of the year, principally invested in money market funds, which were most Closely tied to
the federal funds rate. Assuming a 50 basis point change in the rate of interest associated with ‘our short-term
investments, interest income would not have changed by a significant amount. - ‘

Currency, Exchange Rates. Because we operate in non-U.S. franchise territories, we are subject to risk
resulting from changes in currency exchange rates. Currency exchange rates are influenced by. a variety of
economic factors. mciudmg local inflation, growth, interest rates. and governmental actions, as well as other
factors: Any posmve cash flows generated have been reinvested in the operations, excludlng rcpayments of
mtercompany loans from the manufacturmg operations in Poland and the Czech Republic.

Based on ncl salcs non-U.S. operations represented appr0x1mately 18 percent of our toldl opcrallom in
fiscal year 2006 .Changes in currency exchange rates impact the translation of the non- U S opcratnons results |
from their local currcncws into U.S. dollars. If the currency exchange rates had changcd by ten percent in .
fiscal year 2006 we estimate the impact on operatmg income- would have been approxxmately $256 mllllon
This estimate does not take into account the posmbnhty that rates can, move in opposite directions and that .
gams in one category may or may not be offset by losses from another category.

Item 8. Financial Statements ant] Supplementary Data.

See Index to Financial Information on page F-1. |
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Item 9. Changes in ;’ll‘ild Disagreements with Accountants on Accounting and Financial Disclosure,

'

None. O ‘ ' :
|

|
Item 9A. Controls and Procedures.

Evaluation of l)isclos'ure Controls and Procedures

We maintain a system of disclosure controls and procedures that is designed to ensure that information
required to be d1qclosedim our Exchange Act reports is recorded, processed, summarized and reported within
the time periods specified in the SEC’s rules and forms, and that such information is accumulated and
communicated to our management, including our Chief Executive Officer and Chief Financial Officer, as
appropriate, to allow tlmlely decisions regarding required disclosures.

Under the supervision and with the participation of our management, including our Chief Executive
Officer and Chief Fmanmal Officer, we conducted an evaluation of our disclosure controls and procedures (as
defined in Exchangc Act Rules 13a-15(e) and 15d-15(e)). Based on this evaluation, our Chief Executive
Officer and our Chief Fmanc:al Officer concluded that, as of December 30, 2006, our disclosure controls and
procedures were effective.

! !
Changes in Internal C(')ntrol Over Financial Reporting

There were no changes in our internal control over financial reporting that occurred during the quarter
ended December 30, 2006 that have materially affected, or are reasonably likely to materially affect, our
internal control over ﬁnancnal reporting.

Management’s Repoi‘t 'on Internal Control Over Financial Reporting
!
Our management is responsible for establishing and maintaining adequate internal control over financial

reporting. Internal control over financial reporting, as defined in Exchange Act Rule 13a-15(f), is a process |
designed by, or under 'the supervision of, our principal executive and principal financial officers and effected
by our Board of Directors, management and other personnel, to provide reasonable assurance regarding the
reliability of financial réporting and the preparation of financial statements for external purposes in accordance
with generally acccptéd}accounting principles and includes those policies and procedures that:

+ Pertain to the mamlenance of records that in reasonable detail accurately and fairly reflect the
transactlons and dlsposmons of our assets;

* Provide reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statemelms in accordance with generally accepted accounting principles, and that our receipts
and expenditures are being made only in accordance with authorizations of our management and

directors; and \ .

i
* Provide reasonable assurance regarding pre:veption or timely detection of unauthorized acquisition, use
of disposition of|our assets that could have a material effect on the financial statements.

Because of its mherent limitations, internal control over financial reporting may not prevent or detect
misstatements. PI‘O_]CCthI'lS of any evaluation of effectiveness to future periods are subject to the risk that
controls may become uiadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate. All internal control systems, no matter how well designed, have
inherent limitations. Therefore even those systems determined to be effective can provide only reasonable
assurance with respect Eo financial statement preparation and presentation.

The scope of manégemem’s assessment of the effectiveness of internal control over financial reporting
includes ali of our company s consolidated subsidiaries except for Quadrant-Amroq Bottling Company Limited
{QABCL), a business acqmred by our company on July 3, 2006. Qur company’s consolidated net sales for
fiscal year 2006 were approxlmately $3,972.4 miilion, of which QABCL represented approximately
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. Staternents included:-ifi.-this Annual Report on Form 10-K, has issu€d a report‘on our aséessment of our mtemal iy

C e g e re—

'$80.7 million. Our company s consolidated total assets as;of the end of fiscal year 2006 were approxlmately

$4 207.4 mrlllon of which QABCL represented approxrmately $240 4 million.

Our management assessed-the effectiveness of our internal control over ﬁnancxal repomng as of
December 30; 2006. In makmg this assessment our management used the criteria set forth by the Commrttee

_ of Sponsoring Orgamzanons of the Treadway Commission (COSO) in *‘Internal. Control Integrated Frame-

work.” Based on this assessment management believes that, as of December 30, 2006 our internal control
over ﬁnanc1a] repomng was effectxve based on those criteria. -

o - . - '
[N .

KPMG LLP, the mdependent reglstered publlc accounting firm that audited the Consolldated Fmancral SRR

control over ﬁnancral repomng. which appears lmmedlately followmg thls report.: vt 7 e e

]
-
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Report of Independent Registered Public Accounting Firm
1 .

The Board of Directors fxnd Shareholders

of PepsiAmericas, Inc.: |

We have audited m;‘magement s assessment, included in the accompanying Management’s Report on
Internal Control Over Financial Reporting, that PepsiAmericas, Inc. (the Company) maintained effective
internal control over financial reporting as of December 30, 2006, based on criteria established in Internal
Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSQO).'The Company’s management is responsible for maintaining effective internal control
over financial reporting and for its assessment of the effectiveness of internal control over financial reporting.
QOur responsibility is to express an opinion on management’s assessment and an opinion on the effectiveness of
the Company’s internal control over financial reporting based on our audit.

|

We conducted our z:ludit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). 'l;hose standards require that we plan and perform the audit to obtain reasonable
assurance about whether effective internal control over financial reporting was maintained in all material
respects. Qur audit 1nc.]uldecl obtaining an understanding of internal control over financial reporting, evaluating
management’s assessment testing and evaluating the design and operating effectiveness of internal control,
and performing such other procedures as we considered necessary in the circumstances. We believe that our
audit provides a reasonable basis for our opinion.

A company’s mtcmal control over financial reporting is a process designed to provide reasonable
assurance regarding the ]rehablhty of financial reporting and the preparation of financial statements for externai
purposes in accordance ,w1th generally accepted accounting principles. A company’s internal control over
financial repomng mcluides those policies and procedures that (1) pertain to the maintenance of records that,
in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company;
(2) provide reasonable zissurance that transactions are recorded as necessary to permit preparation of financial .
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of
the company are being made only in accordance with authorizations of management and directors of the
company; and (3) provilde reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use, or disposition of the company’s assets that could have a materiat effect on the financial
statements.

Because of its inhf%rent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become’ 1nadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures rlnay deteriorate, . .

In our opinion, management’s assessment that the Company maintained effective internal control over
financial reporting as of December 30, 2006, is fairly stated, in all material respects, based on criteria
established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Comrr?ission (COSO0). Also, in our opinion, the Company maintained, in al! material respects,
effective internal control over financial reporting as of December 30, 2006, based on criteria established in
Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission |(COSO)

The scope of management s assessment of the effectiveness of internal control over financial reporting as
of December 30, 2006 1nc1udcs all of the Company’s consolidated subsidiaries except for Quadrant-Amrog
Bottling Company L1m1ted (QABCL), a business acquired by the Company on July 3, 2006. The Company’s
consolidated net sales for fiscal year 2006 were approximately $3,972.4 million, of which QABCL represenled
approximately $80.7 m1ll;on The Company’s consolidated total assets as of the end of fiscal year 2006 were
approximately 34, 20711 million, of which QABCL represented approximately $240.4 million. Our audit of
internal control over ﬁnancnal reporting of the Company also excluded an evaluation of the internal control
over the ﬁnancnal reportmg of QABCL.

|
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We also have audlted in accordance with the standards of the Public Company Accountmg Ovcrsnght

Board {United States), the: consolldated balance sheets of PepmAmcncas, Inc. and subsidiaries as of the end of -

fiscal years 2006 and 2005, and.the related consolidated statements of i income, shareholders’ equity and
comprehensive income, and cash flows for each of the fiscal years 2006, 2005 and 2004, and our report dated
February 26, 2007 expressed an*unqualified opinion on those consolidated financial statements.

/s/  KPMG LLP

Chicago, lllinois
February 26, 2007
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Item 9B. Other Information.

None.
!
PART 111

Item 10. Directors, Executive Officers and Corporate Governance.

We incorporate by reference the information contained under the captions “Proposal 1: Election of ‘
Directors”, “Our Bqar;d of Directors and Committees” and “Section 16(a) Beneficial Ownership Reporting
Compliance” in our definitive proxy statement for the annual meeting of shareholders to be held April 26,
2007. ' '

Pursuam to General Instruction G(3) to the Annual Report on Form 10-K and Instruction 3 to Item 401(b)
of Regulation S-K, information regarding executwe officers of PepsiAmericas is provided in Part I of this

Annual Report on For'm 10-K under separate capnon :
! ' l
We have adopted a code of ethics that applies to our principal executive officer, prmc1pal ﬁnanma] ofﬁcer
and prmcnpal accounlmg officer. This code of ethlcs is available on our website at www.pepsiamericas.com :
and in print upon wriften request to Pep51Amencas Inc., 4000 Dain Rauscher Plaza, 60 South Sixth Street,
Minneapolis, Minnesota 55402, Attention: Investor Relations. Any amendment to, or waiver from, a provision
of our code 'of ethics will be posted to the above-referenced website. §

Item 11. Executive Compensation. L

|

We incorporate b‘y reference the information contained under the captions “Our Board of Directors and
Committees — Management Resources and Compensation Committee Interlocks and Insider Participation”,
“Qur Board of Directors and Committees — Management Resources and Compensation Committee Report”,
*Non- Employee Dlrector Compensation”and “Executive Compensation” in our definitive proxy statement for
the annual meetmg oti shareholders to be held Apnl 26, 2007.

Item 12. Security Ownershlp of Certain Beneficial Owners and Management and Related Stockholder
Matters :

We mcorporate by reference the information contamed under the captions “Our Largest Shareholders”
and “Shares Held by Our Directors and Executive Officers” in our definitive proxy statement for the annual ;-
meeting of shareho]ders to be held April 26, 2007' |

Equity Compenslatwn Plan Information. The following table summarizes information regarding com-
mon stock that may be issued under our existing equity compensation plans at the end of fiscal year 2006:

Number of Securities
to be Issued
upon Exercise of
Outstanding Options,
Warrants and Rights

Weighted Average
Exercise Price of
QOuatstanding Options,
Warrants and Rights

Number of Securities
Remaining Available
for Future Issuance
Under Equity
Compensation Plans

Equity compensation plans approved ‘
7,383,917

by security holders .. .......... $17.112 5,048,267
Equity compensauon plans not ~

approved by secunty holders — —
Total ........L....... 7,383,917 5,048,267

(M This number in’clildcs stock options, as well as 2,140,631 shares underlying unvested restricted stock

i
awards, granted or issued under stock mcentlve plans approved by our shareholders.

@ The weighted average exercise price of outstandmg options and rights excludes unvested restricted stock

awards.

'
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Item.13. Certain Relatmnshlps and Related Transactions, and Dlrector Independence.

1

-+; annuat meelmg of shareholders 0 be held Apnl 26, 2007. ’

R ;.f."ltem 14 Principal Accountant-Fees and Services. - .. -
.' ! ! R We, mcorporate by referenee the mformauon contained under the caption “‘Proposal 2: Ratification of .
AR L Appointment of lndependem Reglslered Public Accountants” in our definitive proxy statement for the annual
i L -meetmg of shareholders to be: held Aprll 26, 2007.
R

2

PART IV.

s ' . af

< L_' -

ga) See Index to Financial Informatlon on page F-1 and Exhibit Index on page E-l

vk L (b) TSee E.xhlblt lndex on page E-l.
3 Yo (c) Not apphcable

.’:f . ! 51 . -

o
K

We mcorporate by reference thé mformatlon contained under the capuons. ‘Our Board of Directors and .
_Committees” and “Certain Relanonshxps and Related Transacuons in our, deﬁmtwe proxy statement for the |
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SIGNATURES

1

| t

Pursuant to the'relqtiirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized on the
28th day of February 2007.

PEPSIAMERICAS, INC.

By: /s/ ALEXANDER H. WARE

Alexander H. Ware
| Executive Vice President and |
! Chief Financial Officer '

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following pefsons on behalf of the registrant and in the capacities indicated on the 28th day of February 2007.

'

: Sighature Title
1
/s/ ROBERT.C. POHLAD ' Chairman of the Board and Chief Executive Officer |
Robert C. Pohlad : and Director (Principal Executive Officer)
fsf ALEXANDER H. WARE . Executive Vice President and Chief Financial Officer
Alexander H. Ware ' (Principal Financial and Accounting Officer)
!
l 1
* /s/ HERBERT M. BAUM : Director

Herbert M. Baum ~ .

* /sy RICHARD G. CLINE Director
Richard G. Cliné

+ /s MICHAEL'L. CORLISS ' Director
Michael J. Corliss : ‘

*+ /s/ PIERRE S.idu PONT : Director
Pierre S. du Pont

* s/ ARCHIE R. DYKES Director
Archie R. Dykes

*  /s/ JAROBIN GILBERT, Jr. . Director
Jarobin Gilbert, lJr.
+

* /s/ JAMES R.IKACKLEY " Director
James R. Kacklé:y

* Is/ MATTHEW M. McKENNA . Director
Matthew M. Mc;:Kenna

*+ /sy DEBORAH E. POWELL Director
Deborah E. Powell : o

*By: /s ALEXANDER H. WARE

Alexander H., V\;/are i
Attorney-in-Fact
February 28, 2007

|
|
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Report of lndependent Registered Public Accounting Firm

The Board of Directors and Shareholders i
of PepsiAmericas, Inc.: ‘

We have audited the accompanying consz)lldated balance sheets of PepsiAmericas, Inc. and subsidiaries
(the Company) as of the end of fiscal years 2006 and 2005, and the related consolidated statements of income,
shareholders’ equllty and comprehensive income, and cash flows for each of the fiscal years 2006, 2005 and
2004. These cons'ol;idated financial statements. are the responsibility of the Company’s management. Our
responsibility is to Fxpress an opinion on these consotlidated financial statements based on our audits.

1

We conducted 'our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United Statés). Those standards require that we plan and perform the audit to obtain reasonable
assurance about \fvh:ether the financial statements are free of material misstatement. An audit includes
examining, on a tes!t basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting prmmples used and significant estimates made by managemem as
well as evaluating the overall financial statement presentation. "We believe that our audits provide a reasonable
basis for our opmm!n :

In our oplmorv the consolidated financial statements referred to above present fairly, in all material
respects, the ﬁnam:lal position of the Company as of the end of fiscal years 2006 and 2005, and the results of
their operations and their cash flows for each of the fiscal years 2006, 2005 and 2004, in conformity with
U.S. generally accepted accounting principles.

We also have zlluditcd in accordance with the standards of the Public Company Accounting Oversight
Board (United States) the effectiveness of the Company’s internal control over financial reporting as of
December 30, 2006, based on the criteria established in “Internal Control — Integrated Framework” issued by
the Commitiee of Sponsonng Organizations of the Treadway Commission (COSQ), and our report dated
February 26, 2007 expressed an unqualified opinion on management’s assessment of, and the effective
operation of, internal control over financial reporting.

/s KPMG LLP

Chicago, Illinois
February 26, 2007 |
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;j. . PEPSIAMERICAS, INC.
‘ CONSOLIDATED STATEMENTS OF. INCOME
,‘ ~.(in.millions, except per shafe'data) :
. Fiscal Years | T e 2008 ¢ 2004°
' Netsales....... B e e | $39724 $3,7260  $3,344.7
. Costof goods sold. . . .. ... T e 2,364.3  2,163.5 1,922
v Gross profit . .. .. T e Sldoroeo.. 16081 - (1,5625 - 14225
) ! Selhng delwery and admlmstranve EXPENSes . .. ........ . ... 12384 l,]83.2__ 1,078.9
| Fructose sett_lemer_lt income ............ I Do - = 16.6 -
. Special charges, net......... AU e 13.7 .2.5 3.9 ‘
]n - Operating income. ... ....... s P PRI 356.0 393:4 339.7 ‘ '
"I:' _ 'in'ter'est expense, Nt ... ......... e P 1013~ 899 62.1 L
P Other (expense) income, net e P .. (11.5Y -_“'(4.9) ‘ 4.8
vr_: - - T
. j Income before i mcome laxes and equnty in net earnmgs T
" (loss) of nonconsolidated compames ............... e - 2432 2986 - 2824 .
' Income taxes. -.“. e [ 905 1088 100.4
: Equuy in net earmngs (loss) of nonconsolidated compames e e 56 4.9 (O.’l)
& Netineome. .. SFL L S $ 1583 § 1947 $ 1819 -
b Weighted average common shares _ ‘ .. .
P Basic... Lt e 127.9 134.7." 7 139.2 3
Incremental effect of stock options and awards . .. ........%. ... .19 25726
" DAUEEd © .o v v oo oo e ... 1298 .. 1372 1418
' Earnings per share: . ) . . o
, Basic. .. ....oovvuriien.. e S ... 8 124 3 145 % 131
. Diluted .. .......... FE P $ 122 $- 142 % 128
Cash dividends declared pershare .. ........................... $ 050 S 034 §$° 030
i,i 4 .
N i " o
: The accompanying notes are an integral part of -theése c;ohsolidaled'éﬁnancial statements.
L o '
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; PEPSIAMERICAS, INC.

‘ ' CONSOLIDATED BALANCE SHEETS
: (in millions, except per share data)

As of Fiscal Year End . 2006 2005
ASSETS:, S T
Current assets: | L _
Cash and cash equivalents . ... ......... e e $ 931 $ 1160
Receivables, net of allowance of $16.1 million and $15.2 million, respectively . ... 267.1 213.8
Inventories: _
Raw malcnals and supplies ........ e e 104.2 88.2
Finished goods .................... P .. 128.8 106.0
Total mvcntones ....... e e e e 2330 194.2
Other CUITENE ASSETS . . - . . .. .\ vt e et ettt e e e e e ee e "~ 81.9 74.2
Total, current as15cts .................. e e e, . 675.1 598.2
Property and equupment o
Land......... b e 63.7 62.0
Buildings and lmprovemems ............. e e e 4457 4058
Machinery and equipment ... .......... IR J e 2,067.0 1,919.2
Total property «%md equipment. . .. ..... e e 2,576.4 2,387.0
Less: accumulated depreciation ......... e e e e e (1,437.7) (1,272.9)
Net property and equipment . . .. ... o R 1,138.7 1,114.1
Goodwill . . . ... g ~ .................... TP 2,027.1 1,859.0
Intangible assets, net ................... P 2099 301.1
OUher assets « . ... k. oooooeiineniiiins ! II ............................ 66.6 181.4
Total a_ssets. I P $42074 $4,0538
LIABILITIES AND SHAREHOLDERS’ EQUITY ) ,
Current l:ab:lltles : \
Short- term debt, including current maturities of long-termdebt................ $ 2129 $ 2904
Payables . ... .. b D U 189.4 166.3
Accrued expense% i :
-Salaries and wages. ................ e e e e 339 584
Customer incentives. . ................ e e e 71.6 58.9
Interest . .. .. E ..................... e e e 21.5 223
Other,. ... ... L e 144.5 125.7
Total current:liabilities . . ... ....... ZS R 693.8 722.0
Long-term debt . . ‘ ..................... e e e 1,490.2 1,285.9
Deferred income taxes. ................. PP 243.1 2451
Other liabilities . .. .. ................. ... 175.7 231.5
Total liabilities . : S e e 2,602.8 2,484.5
Shareholders’ equity: '
Preferred stock ($0.01 par value, 12.5 million shares authorized; no shares issued). . —_— —
Common stock ($0 01 par value, 350 million shares authorized; 137.6 million
shares issued — 2006 and 2008) . . e e e e 1,283.4 1,267.1
Retained income !..................... 525.4 4320
Uneamed stock- based compensauon ........ e e e et e —_ (16.5)
Accumulated other comprehensive income {(loss} .......................... 21.7 (25.1)
Treasury stock, atjcost (10.6 million shares and 4.6 million shares, rcspcctlvely) (225.9) (88.2)
Total shareholders BQUILY . ... e e 1,604.6 1,569.3
Total habnlmes.and shareholders’ equity . . .. .. ... ... ... ... ..... .. .... $42074 $4,0538
; i
| The accompanying notes are an integral part of these consolidated financial statements.
! ;
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PEPSIAMERICAS, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS .

(in mllllons)

| Fiscal Years o o 2006 2008 2004
. . CASH FLOWS FROM OPERATING ACTIVITIES: ) . .
" Income from continuing operations.’’ ... .. ... ... ... ... oo.... . .00 81583 31947 31819
‘Adjustments to reconcilé to net cash provided by operaung activities of : : :
X continuing operations: . o . L
v Depreciation and amortization. .. ... ... i i 1934 1847 1764
| Lo Deferred iMCOME TAXES . « v v oo e ottt v e ee e e as " (2.5) 7.2) 34.1
l ‘Special charges, net . ....... ... .o e 13T - 25 -39
' Cash outlays related to special charges .. ...... ... ... ... ... ..., ¢ 6) (1 6) (2 8
S Pension CONHbULIONS . . . .\ v\t vt e et LB T 00y T (168). (6. 3)
I s, - Lease exit costs ..... e e e e e e e e ) — 6.1 —
P, Loss on extinguishment of debt. . . ........... ... ... . . .. — 5.6 —
| "% _Gainonsale of investment .. ........ ... .. ... ... e 0y . — (5.2)
l S B Equ1ty in net (earnings) loss of nonconsolidated compames ........... (5.6) T (49 0.1
o ~ 'Excesstax benefits from share-based payment arrangéments . ......... O 6.8). 5  — ... —
S, Marketable securities impairment . .......... ... . .. oo, 13 . — —
| Other ......vvie i S 182 . 178 15.0
l * Changes in assets and liabilities, exclusive of acquisitions: ' ‘
] . Increase in securitized receivables... . ... ... ... oo - - 100.0
. (Increase) decrease in‘remaining receivables . .............. ... .....  (37.0) o 06 21D
! . : Increase in INVEILOTIES . . o v vt ittt e et et e e et nana e e (24.2) (359 (6.2) -
g Increase (decrease) inpayables. ... ... . ... il 05 . 137 4.0)
f Net change in other assets and liabilities. . ........... ... 420 42.5 (1.
| Net cash provided by operating activities of continuing operations. . ........ - 3438 ° 4318 464.1
o ; CASH, FLOWS FROM INVESTING ACTIVITIES: .
. Franchises and companies acquired, net of cash acquired ................ (88.5) ' (354.6). . (21.2)
s * Capital inVESIMENLS . . ..\t vttt et aat e e L1693y (180.3) (121.8)
' ' ‘Purchase of equity investment ... .. e R — (51.0) —
.* Proceeds from-sales of property . .......%.......... ... ... [ 97 - .53 45
,  Proceeds from sales of INVESIMENLS . . .\ oo v et et et 09 = 52
i T ”Ne.t cash used in investing activities . . .- . e (247.2)  (580.6)  (133:3) '
i .‘ " B CASH FLOWS FROM FINANCING ACTIVITES: ’ . L o
I " .. Netborrowings of short-termdebt ........................ P . 13.6 75.3 o 19.4
-k Proceeds from issuance of long-termdebt. .. ................. e 2474 793.37 —
11 Repayment of long-term debt . ...................ooois e T (1858) @577 (1509)
y [Excess tax benefits from share-based payment arrangements .. ... ......... ' 6.8 . — . —
“| } Issuance of COMMON SIOCK . ... ..ot 249 0 6l4 65l
! v Treasury stock purchases .. ....... ... .. ... it e - (150. 7) © (239.2) (2071
P Cash dividends. . . ... ... . i e e e T (593)  (35.1) (42.0)
Net cash (used in) provided by financing activities . .. .................. {103.1) 198.6 (316.1)
; Net operating cash flows used in discontinued operations . ........... R (11.1) (10.1) 6.4)
Lo Effects of exchange rate changes on cash and cash equivalents RERREE o . (5.3) 1'4 (2 4)
] Change in cash and cash equivalents. . ........ T, RO N (22.9 411y L5 9
S Cash and cash equivalents at béginning of year. .. .................... 01160 74. 9 ©69.0
! Cash and cash equivalents.at end of Year . ..............oenvreeeannins $ 931 $1160 '$ 749
; The accompanying notes are an integral part of these consolidated financial statements. .
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|
- ‘ PEPSiAMERICAS INC.

i CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQU[TY AND
COMPREHENSIVE INCOME
, (in millions)

|
i
1
!

[

i ’ . Accumulated
N Upeed _ Other ol

: ock- ‘'omprehensive
| _Common Stock perained ~ ‘Based Theome | _Treasury Stock gy orefolder
l Shares Amount Income Compensation (Lass) Shares Amount Equity

As of Fiscal year end’'2003 ... ... ..., .. 167.6 $1,534.5 $4398 - $ (8.2) $(29.4) (23.8) $(371.6) $1,565.1
Compnehenswe income: ’ ) : . '
Netincome ......!.. e ; 181.9 1819
Foreign currency r.mnslalmn adjusiment . . . . 36.2 36.2
Unrealized gain on secunlles ........... f 15.2 15.2
Unreahzcd loss on denvauve instruments . . . C 1.2) (1.2}
Minimum-’ pension habllny adjustment. . , .., : (4.8) {4.8)
Total comprehensive i mmme ............. - 227.3
Treasury stock purchascs| e v . {10.2) 20 (207.7)
Stock compensation plans e 1 o3 0.5) 50 80.3 80.6
Dividends déclared . .. : e R C3) : N .7 X )
As of fiscal year end 2004 ... . 1676 $1,5353 $579.6 $ (BN $ 160 (29.0) $(499.00 $1,623.2
Comprehensive income: | . ’ -
Netincome . ..................... . 194.7 194.7
Foreign currency lran.slatlon adjustment . C o : (23.5) (23.5)
Unrcullzed loss on secunlleﬁ ........... P - (8.7) (8.7)
Unreatized loss on denvauve instruments . . . I {3.6) (3.6)
Minimum pension I:ﬂblllly adjustment. . . . . ! : (5.3 (5.3
Total comprehensive income. .. .......... Vo " 153.6
i -
Treasury stock purcha?es ............... v . : (10.1y (239.7) (239.2)
Treasury slock rcnremems .............. (30.0) (?76,3) (296.0) - : _30.() 5723 ——
Stock compcnsanon p]anq .............. J | 8.1 ) (7.8) . 4.5 .7 78.0
Dividends declared . . . . ... ........ ... ) i {46.3) (46.3)
As of fiscal yearend 2005 ... .......... 1376 $1.267.1 § 4320 3(16.5) $25.1) (4.6) $ (88.2) 51,5693
Comprehensive income: : ' ‘
Netincome . ..... 5. .. ... ... ...... ! ' 158.3 158.3
Foreign currency tmnslauon adjustment . . . . v 40.7 . 40.7
Unrea]lzcd loss on secunues ........... 1 4.1 ' 4.1
Unrealized loss on denvalwe instruments . . . . . 0.9 (_0.9)
Minimum pension Ilablhty adjustment . . . . . o (z.n ' (12.1)
Total comprehenswe mcome ............. . ' 181.9
Adjustment to mmally appty SFAS No. 158, !
netof tax ........ ; ............... . ) 23.2 232
Treasury stock purchases,. . ............. Yo (6.3)  (150.7) (150.7)
. Stock compensation plans . ... .......... 1163 16.5 03 130 458
Dividends dectared . . . ] ............... T (64.9) (64.9)
As of fiscal year end 20(136 ............. 137.6 $1,2834 $5254 $ — $21.7 10.6) $(225.9) $1.604.6
“ .
) 1
E I
|
} : .
“
; : E ﬁ
+ The accompanymg notes are an mtegra] part of these consolidated financial statements. :
] .
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L . PEPSIAMERICAS, INC.

. . , . _ : Notes to.Consolidated _Financial Statements

o

_": _ 1,' Slgmﬁcant Accountmg Policies

'

oo Pnncrples of consolidation. On November 30, 2000, Whitman Corporation merged with PepsiAmericas,
. Inc.: -(“the former PepsrAmerreas”) and subsequently in January 2001, the combined entity changed its name’to
! Peps1Amer1cas Inc. (referred to herein as “PepsiAmericas,” “we,” “our,” or “us”). The Consolidated Frnancral

. Statements include all wholly and- majonty -owned subsidiaries. All intercompany accounts and transactions -

", have been eliminated in consolidation. Due to the timing of the receipt of available financial mformauon the

o h_, -

t
; b results of Quadrant Amroq Bottlmg Company lelted (“QABCL”) are recorded ‘on a one- month lag basis.
l

Nature of operatmns We manufacture and dlstrrbute a broad. portfollo of beverage products in the
- United- States (*U.8.7}), Central Europe ‘and the Caribbean. We operate under exclusive franchise agreements ™
with soft drink concentrate producers, including master bott]mg and fountain syrup agreements with PepsiCo,
Inc. (“Pepano”) for the manufacture packaging, sale and distribution of PepsiCo branded products. There are.

R srmllar ‘agreements with other eompames whosé’ brands we produce and distribute. Except for the QABCL

: operations, the’ franchise agreements exist in perpetuity* and contam operating and marketing commltments and
; condmons for termination. The QABCL franehtse agreement has a definite life. .

d We dlsmbute beverage products 1o varrous customers in our desrgnated territories and through various

: distribution channels. We are vulnerable; to, certain concentrations of risk, mostly 1mpact|ng the brands we sell,

‘ .. as well as the customer base to which we sell, as we are exposed to a risk of loss gréater than if we would
have mitigated these risks through diversification. Approximately 90 percent of our net sales were derived

l"‘ . from brands that we bottle under licenses from PepsiCo or PepsiCo joint ventures. In addition, Wal-Mart

Stores, Inc. is a major customer that constituted 10.9 percent, 11.0 percent and 9.7 percent of our net sales in
. our U S‘operatrons for fiscal years 2006 2005 and 2004 respecttvely .

Use of accountmg estrmates The preparation of financial statements in conformrty with U. S:generally o
accepted accountmg prmcrples (“GAAP”) requires management to make estimates and use assumptrons that R
affect'the reported amounts of asséts‘and liabilities and disclosures of contingent assets and liabilities at the E
date of the financial statements and the reported amounts of revenue and expenses during the reporting perlod. ;

s
¥

W 3 Actual results could differ from thesé estimates.

Fiscal year Our U.S. operations report usmg a fiscal year that consists of 52 or 53 weeks ending on the
t - Saturday closest to December 31. Our 2006, 2005 and 2004 fiscal years consisted of 52 weeks and ended on
December 30; 2006, Decermber 31, 2005 and January 1, 2005, respectively. Our Central Europe and Caribbean’
operatlons fiscal years end on December 31 and therefore are not impacted by the 53 week |

Cash and cash equivalents. Cash and cash equwalcnls consist of deposits w1th banks and financial
mstttuuons which are unrestncted as to withdrawal or use, and which have ongmal maturities of three months

or less, .

., Sale of receivables. Our U.S. SubSldlﬂrlCS sell their receivables to Whrtman Fmance a special purpose

entity and wholly-owned subsidiary, which i in turn sells an undividéd interest in a revolvmg pool of receivables
to a major-U.S. financial institution.- The sale of recervables is accounted for under, Statement -6f Financial
Accounting Standards (“SFAS”™) No. 140 “Accountmg for Transfers and Serv1c1ng of Financial Assets and

A ‘,-‘ Extmgu1shments of Liabilities.” L

Yoo Inventories. Inventories are recorded at the fower of:cost or net realizable value Inventory is valued

1

' usrng the. average cost method. '

Denvanve Jinancial mstrumenrs Due't'o fluctuations in the market prices for certain commodities, we

e use derivative financial instruments.to hedge against volatility in future cash flows related to anticipated

purchases of commodities. We also use derivative instruments to hedge against the risk of adverse movements

Pl in interest rates and foretgn currency exchange rates. We use derivative financial mstruments to lock interest

' . Tates on future debt issues and to convert fixed rate debt to floating rate debt. Our corporate policy prohibits

' F-7




PEPSIAMERICAS INC.
Notes to Consolidated Fmanclal Statements — (Continued)

the use of 'den'vativei instruments for trading or sf)eculative purposes, and we have procedures in place to
monitor and contiol; their use.

All denvatlve instruments are recorded at. faJr value as either assets or labilities in our Consolidated
Balance Sheets. Denvatlve instruments are generally designated and accounted for as either a hedge of a
recogmzed asset or hab1hty (“fair value hedge?),'a hedge of a forecasted transaction (“‘cash flow hedge™), or

they are not dcmgnated as a hedge. - -
For a‘fair value hedge, both the effective and ineffective portions of the change in fair value of the
derivative mstrument along with an adjustment to the carrying amount of the hedged item for fair value
changes attnbutable to the hedged risk, are recognized in earnings. For derivative instruments that hedge
interest rate risk, the fair value adjustments are recorded in “Interest expense, net,” in the Consolidated

Statements of Income & .
For a cash ﬂow} hedge, the effective pomon of changes in the fair value of the dLerathC instrument that
are highly effective are deferred in “Accumulated other comprehenswe income (loss)” until the underlymg
hedged item is recogmzed in earnings. The apphcab]e gain or loss recognized in earnings is recorded
consistent with the expense classification of the underlying hedged item. If a fair value or cash flow hedge
were to cease 1o qualify for hedge accounting or be terminated, it would continue to be carried on the i
Consolidated Balance Sheets at fair value until' settled, but hedge accounting would be discontinved :
prospectively. If a folrecasled transaction was no longer probable of occurring, amounts previousty deferred m

“Accumulated other comprehenswe income (Ioss) would be recognized 1mmed1ate1y in earnings.
i

We may also! enter into derivative mstruments for which hedge accounting is not elected because they ‘are
entered into to offset changes in the fair value of 'an underlying transaction recognized in earnings. These
instruments are reﬂe’cted in the Consolidated Balance Sheets at fair value w1th changes in falr value recognized
in earnlngs ’ ’ ) i . I=

Cash recelved or paid upon settlement of denvatwe financial instruments designated as cash ﬂow hedges
or fair value hedges iare classified in the samne category as the cash flows from items being hedged in the
Consolidated Statements of Cash Flow. Cash ﬂows from the settlement of commodity and interest rate !
derivative instruments are included in “Cash provxdecl by operating activities” in the Consolidated Statements

of Cash Elow. | o :

]

Property and. equtpment Depreciation is c'omputed on the straight-line method. When property is sold
or retired, the cost‘and accumulated depreciation are eliminated from the accounts and gains or losses are
recorded in operatmé income. Expenditures for mamtenance and repairs are expensed as incurred. The |
approximate lives used for annual depreciation are 15 to 40 years for buildings and improvements and 5 to
13 years for machmery and eqmpment | '

Goodmll and.mtanglble assets Goodwill and intangible assets with indefinite lives are not amortized,
but instead. tested annually for 1mpalrment or more frequently if events or changes in circumstances indicate
that an asset might be impaired. Goodwill is tested. for 1mpa1rment using a two-step approach at the reportmg
unit level; U.S., Cenral Europe, and Caribbean. First, we estimate the fair value of the reporting units
primarily using dlsco!unted estimated future cash flows. If the carrying value exceeds the fair vatue of the
reporting unit, the second step of the goodwill 1mpa1rmem test is performed to measure the amount of the |
potential 1mpa1rment loss. Goodwill impairment is measured by comparing the “implied fair value™ of
goodwﬂl with its carrymg amount. Our annual impairment evaluation for goodwill is performed in the fourth
quarter, and no 1mpa rment of goodwill has been mdlcated

1
Our 1dent1ﬁed mtanglble assets with mdeﬁmte hves prmupally arise from the allocation of the purchase

price of businesses’ acqulred and consist primarily of franchise and distribution agreements. Impairment is

measured as the amoum by which the carrying | value of the intangible asset exceeds its estimated fair value!

i
'
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Notes to Consolidated Financial Statements — (Continued)

The estimated fair value is generally determined on the basis of discounted future cash flows. Based on our
impairment analysis performed in the fourth quarter of 2006, the estimated fair value of our identified
intangible assets with indefinite lives exceeded the carrying amount. :

The 1mpalrment evaluation requires the use of considerable management Judgment to determine the fair
value of the goodwill and intangible assets with indefinite lives using discounted future cash flows, including
estimates and assumptions regarding the amount and timing of cash flows, cost of capital and growth rates..

Our definite lived intangible assets consist primarily-of franchise and distribution agreements and
customer lists. We compute amortization of definite lived intangible assets using the straight-line method. ‘The :
approximate lives used for annual amortization are 20 years for franchise and distribution agreements and 10 to ‘
14 years for customer rélationships and lists.

Carrying values of long-lived assets. 'We evaluate the carrying values of our long-lived assets by
reviewing projected undiscounted cash flows. Such evaluations are performed whenever events and circum-
stances indicate that the carrying value of an asset may not be recoverable. If the sum of the prolected
undiscounted cash flows over the estimated remaining lives of the related asset group does not ‘exceed the
carrying value, the carrying value would be adjusted for the difference between.the fair value, based on
pl'OjECted discounted cash flows, and the related carrying value.

Investmems Investments pnncxpally include available-for-sale equity securities, securities that are not ‘
pubhcly traded and other mveslmems including real estate. Available-for-sale equity securities ‘are carried at
fair value, with unrecogmzed gains and losses, net of taxes, recorded in “Accumulated other comprehensive
income (loss).” Unrealized losses determined to be other-than-temporary are recorded in “Other (expense)
income, net” on the Consolidated Statements of Income. Fair values of available-for-sale securities are
determined based on prevailing market prices. Non-publicly traded securities.are carried at cost. Real estate
investments are carried at cost, which management believes is lower than net realizable value. Investments are
included in “Other assets” on the Consolidated Balance Sheets. o

Environmental liabilities.. We are subject to certain indemnification obligations under agreements
related to previously sold subsidiaries, including potential environmental liabilities. We have recorded our best
estimate of the probable liability under those indemnification obligations with the assistance of outside
consultants and other professionals. The estimated indemnification liabilities include expenses for the .
remediation of identified sites, pdyments to third parties ‘for claims and expenses (including product liability
and toxic tort claims), administrative expenses, and the expense of on-going evaluations and lmgauon Such
estimates and the recorded liabilities are subject to various factors, including possible insurance recoveries, the
allocation of liabilities among other potentially responsible parties, the advancement of technology for means -
of remediation, possible changes in the scope of work at the contaminated sites, as well as possible changes in
related laws, regulations, and agency requirements, We do not discount environmental liabilities.

Revenue recognition. Revenue is recognized when title toa product is transferred to the customer.
Payments made to third parties as commissions related to vending actlvuy are recorded as‘a reduction of net
sales.'Payments made to customers for the exclusive rights to sell our products in certain venues are recorded
as a reduction of net sales over the term of the agreement. Customer discounts and allowances are recorded as
a reduction of net sales based on actual customer sales volume dunng the perlod :

Bottler mcentwes. PepsiCo and olher brand owners, at their sole dlscretlon pr0v1de us with vanous
forms of marketing support. The marketing support is intended to cover a variety of initiatives, including dlrect
marketplace, shared media and advertising support, to promote volume and market share growth. Worldw1de

bottler incentives totaled approximately $240.8 million, $217.2 million, and $!88.1 million for the fiscal years

2006, 2005 and 2004, respectively. There are no conditions or requiremnents that could result in the repayment
of any support payments received by us. Over 94 percent of the bottler incentives:-received in fiscal year 2006
were from PepsiCo or its affiliates. Cos
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Notes to Consolidated Financial Statements — (Continued)

]

In accordance with Emerging Issues Task: Force (“EITF’) Issue No. 02-16, “Accounting by a Customer
(mcludmg a Reseller) for Certain' Consideration Recelved from a Vendor,” bottler incentives that are drrectly
attributable to mciremental expenses incurred are. reported as either an increase to net sales or a reduction to
selling, delivery and administrative (“SD&A”) expenses, commensurate with the recognition of the related .
expense. Such bott]er incentives include amounts recéived for direct support of advertising commitments and
exclusivity agreements with various customers.-All other bottler incentives are recognized as a reduction of
cost of goods sold when the related products are sold based on the agreements with vendors. Such bottler -
incentives pnmanly} include base level funding amounts which are fixed based on the previous year’s vo]ume
and variable amounts that are reflective of the current year’s volume performance.

Based on information received from PepsjCo, PepsiCo provided indirect marketing support to our
marketplace, which Yeonsisted primarily of media expenses. This indirect support is not reflected or included in
our financial statements, as these amounts were pard by PepsiCo on our behalf to third partics. Other brand
owners pr0vide simiilar indirect marketing support. '

The Consohdated Statements of Income mclude the following bottler incentives recorded as income or as
a reductlon of expense {in millions):

i 2006 2005 2004

Netsales.....;...................:.i ..................... $342 $366 §$268.
Cost of goods sold . . . .. P, l ..................... 191.7 1655 1422
Selling, delivery and administrative expenses.................... 149 151 19.1
Total: . ...... . PR S $2408 $217.2  $188.1

Advertising ami marketing costs. We are involved in a variety of programs to promote our products.
Advertising and marketmg costs are expensed in the year incurred. Certain advertising and marketing costs
incurred by us are pamally reimbursed by PepsrCo and other brand owners in the form of marketing support.
Advertising and marketmg expenses were $122. 5 million, $104.3 million and $93.8 million in fiscal years
2006, 2005 and 2004 respectively. These amounts are net of bottler incentives of $10.5 million, $11.2 million
and $14.7 million i 1 fiscal years 2006, 2005 and 2004 respectively. :

Shnppmg and handlmg costs. We record shlpprng and handling costs in SD&A expenses. Such costs
totaled $254.4 mlllron $249.0 million and $233. 5 million in fiscal years 2006, 2005 and 2004, respecuvely

Casualty insurance costs. Due to the nature of our business, we require insurance coverage for certain
casualty risks. We; a%e self-insured for workers. compensatlon product and general liability up to $1 million
per occurrence and :lmtomobrle liability up to $2 mrllron per occurrence. The casualty insurance costs for our
self-insurance program represent the ultimate net 'cost of all reported and estimated unreported losses incurred
during the fiscal y,ealr We do not discount casualty insurance liabilities, :

Our liability for casualty costs is estimated lising individual case-based valuations and statistical analyses
and is based uponlhrstoncal experience, actuarial assumptions and professional judgment. These estimates are
subject to the effectsI of trends in loss severity and frequency and are based on the best data available to us;
These estimates, however are also subject to a significant degree of inherent variability. We evaluate these
estimates with our actuarral advisors on an annual basis and we believe that they are appropriate and within
acceptable: mdustry ranges although an increase or decrease in the estimates or economic events outside our
control could have a material impact on our results of operations and cash flows. Accordingly, the ultimate'.
settlement of these ciosts may vary significantly from the estimates included in our Consolidated Financial .

Statements. : :

Smck-basea' compensatwn We adopted the fair value based method of accounting for our stock-based

compensatlon of the|revised SFAS No. 123, “Share-Based Payment” in fiscal year 2006. We used.the modified
i

.

i

r l ;
. !
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Notes to Consolidated Financial Statements — (Continued)

prospective method of adoption of SFAS No: 123. We measure the cost of employee services in exchange for
an award of equity instruments based on the grant-date fair value of the award. The total cost is reduced for
estimated forfeitures over the awards”. vesung period and the cost is recognized over the requisite service
period. Forfeiture estimates are reviewed on an annual basis. During fiscal year 2006, the forfeiture rate was
3.3 percent for restricted stock awards and 2.0 percent for stock optlons '

* Prior to fiscal year 2006, we used the intrinsic value method of accounting for our stock-based
compensation under Accounting Principles Board (“APB™) Opinion No. 25, “Accounting for Stock Issued to -
Employees.” No stock-based employee compemat:on cost for stock options was reflected in net income, as all-
stock options granted had an exercise price equal to the market value of the underlying common stock on the
date of grant. Compensauon expense for restricted stock awards is reflected in net income, and this expense is
recognized ratably over the awards’ vesting period.

Income taxes. Our effective income tax rate is based on income, statutory tax rates and tax planning
opportunities availablé to,us in the various Jurlsdlctlons in which we operate. We have established valoation
allowances against a portion of the non-U.S. net operating losses and state-related net operating losses to
reflect the uncertainty of our ablhty to fully utilize these benefits given the limited carryforward periods’ *

- permitted by the vartous _]l.ll'lSdlCllOl’lb The evaluation of the realizability of our net operatmg losses requires

the use of considerable management ]udgment to estimate the future taxable income for the various
jurisdictions, for which-the ultimate amounts and timing of such realization may differ. The valuation -
allowance can also be impacted by changes in the tax regulations, -

Significant judgmént is requiréd in determining our contingent tax liabilities. We have established
contingent tax liabilities using management’s best judgment and.adjust these liabilities as warranted by
changing facts and circumstances. A change in our tax liabilities in any given period could have a significant
impact on our results of operations and cash flows for that period.

Foreign Currency Translation. The assets and liabilities of our operations that have non-U.S. functional
currencies are translated at exchange rates in effect at year end, and income statements are transiated at the .
weighted average exchange rates for the year. In accordance with'SFAS No. 52, “Foreign Currency
Translation”, gains and losses resulting from the transiation of foreign currency financial statements are -
deferred and recorded as a separate ‘component of “Accumulated other comprehensive income (loss)” in the
shareholders’ equity section of the Consolidated Balance Sheets.

Earnings per share: Basic earnings per share is based upon the weighted-average number of common
shares outstanding. Diluted earnings per share assumes the exercise of all options which are dilutive, whether .
exercisable or not. The dilutive effects of stock options, warrants, and non-vested restricted stock awards are

measured under the treasury stock method.

Options and warrants to purchase 1,337,700 shares, 471,410 shares and 2,525,356 shares at an average
exercise price of $22.63, $24.79 and $23.00 per share that were outstandinig at the end of fiscal years 2006,
2005 and 2004, respectively, were not included in the computation of diluted earnings per share due to their
anti-dilutive impact on the calculation.

Reclassifications. Certain amounts in the prior period Consolidated Financial Statements have been
reclassified to conform to the current year presentation.

Recently Issued Accounting Pronouncements. In February 2007, the Financial Accounting Standards
Board (“FASB™) issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities
Including an Amendment of FASB Statement No. 115.” FASB No. 159 provides guidance on the measurement
of financial instruments and certain other assets and liabilities at fair value on an instrument-by-instrument
basis under a fair value option granted by the FASB. SFAS No. 159 becomes effective at the beginning of
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Notes to Consolidated Fmancnal Statements — (Continued)

fiscal year 2008. We are currently evaluating the! impact SFAS No. 159 will have on our Consolidated i
Financial Statements , ) : .

In September 2006, the FASB issued SFAS No 157, “Fair Value Measurements,” to provide enhanced

- guidance when usmg fair value to measure assets and liabilities. SFAS No. 157 defines fair value, establishes a
framework for measunng fair value in GAAP and expands disclosures about fair value measurements. l
SFAS No. 157 apphes whenever other pronouncéments require or permit assets or liabilities to be measured by
fair value 'and, wmn': not requiring new fair value measurements, may change current practices, SFAS No. 157
becemes effectl\a'eI at the beginning of fiscal year, 12008. We are currently evaluatmg the impact SFAS No. 157

will have on our Consolrdated Financial Statements ‘ I
!

In September 2006, the FASB issued SFAS |No 158, “Employers’ Accountmg for Defined Benefit
Pension and Other ll’ostretrrement Plans.” We are required to fully recognize the funded status associated with
our deﬁned beneﬁt plans We will also be requrred to measure our plans’ assets and liabilities as of the end of -
our fiscal year 1nstead of our current measurement date of September 3(. We have adopted the recognition
provisions, of SFAS No. 158. The measurement date provisions will be effective as of the end of fiscal year
2008. Refer to Notei 13 of the Consolidated Flnanmal Statements for further discussion of the impact of |
adoption of the recogmtlon provisions of SFAS No. 158. We do not anticipate that the impact of the '
measurement date provisions will.have a matenal impact on our Consolrdated Financial Statements. l

In September 2006, the Securities and Exchange Commission issued Staff Accounting Bulletin No. 108
“Consrdermg the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year
Financial Statements " (“SAB No. 108") to address diversity in practice in quantifying financial statement
misstatements. SAB No, 108 requires that we quantify misstatements based on their impact on each of our
financial statements and related disclosures. SAB No. 108 is effective as of the end of fiscal vear 2006,
allowing a one- tlme transitional cumulative effect adjustment to retained earnings as of January 1, 2006 for
errors that were not prevrously deemed material, but are material under the guidance in SAB No. 108. The
adoption of SAB No 108 had no impact on our Consohdated Financial Statements. j
In June 2006; the FASB issued Interpretatron No, 48, “Accounting for Uncertarnty in Income Taxes, an

interpretation of FASB Statement No., 109” (“FIN 48”). FIN 48 provides guidance regarding the financial .

statement. recogmtlon and measurement of a tax posmon either taken or expected to be taken in a tax retum It

requires the recogmtron of a tax position if it is more likely than not that position would be sustained durmg
an exammanon base!d on the technical merits of the position. The provisions of FIN 48 are effective as of the
beginning of fisca} year 2007. We are currently evaluating the impact FIN 48 Wlll have on our Consolrdated

Financial Statements. J

F-12 '




e e

o e e e s e e e ———————— .
— M * .
. ' '

s, P
d

[ S

<. 'PEPSIAMERICAS, INC. o

e

o

Notes to Consolldated F |nanc1al Statements = (Contmued)

.;-," i . . ;
. "t

2 Goodwill and Intanglble Assets g A ‘ L 'f;f'- o A TN
The changes in the carrymg value=0f goodw1ll by geographlc segment for ﬁseal years 2006 and 2005 .
were as follows (in rmlhons) - R R _‘:h? "“mm T .
‘ ) . ST e ",:‘, +" Central - Co
) . ) US Europe - _Caribbean Total
. Balance at end of fiscal year 2004 ................ USLEBE6T $3TS S0 51,7462
Acquisitions ... ... - i e 1327 — o — . 1327
Purchase accounting adjustments oL e s — L {130). . (35) - (16.5)
Forelgn currency trans]atlon adjustment Ce e + —. (3 3) L._(0.1) E (3 4)
. Balance at end of fiscal year 2005. ... .‘..,4.,;;_,. . $1 821 3, *1$ 2[ 2'-_.,.. $i1.6'5 81, 8590 .
'Acqu151t10ns ............. S T “7.7% 148.8. O -— 156.5;.-" '
Purchase’ accountmg ad_]l]StlTlel‘l[S T . (3 8) -7 15 Tt i03) ""'l 2.6) ©
Foreign currency translatlon ad_]ustment S B :_—__ T14.2 T — - 1427 %
Balance at end of fiscal year 2006. T " i, 825 2, $1857 . $162 . i$’2)'02-7.1
., o ] :'. - - j( .- v 2 Y a
Intangible asset: balances at the- end of ﬁscal years 2006 and 2005 were as follows (m mllhons) '
i A R T 2006 2005
-4,.§ T S o ‘.-_! ;-i- . L
Intangible assets sub_]eet to amortlzatlon B . ] {
Gross carrying amount S Sleetie kT co o BRI
Franchise and dlstnbutmn agreements"‘ it T8 33 $ 36 .
. . ~ . [ ¢ . 8 0 :
0 5 3 :
$ 121 -

 {0.7)
0.3)

$ 101 -

§288.5
25

‘$291 0
'$301 1

$ 20 B

ERCUIFER

For intangible assets subject to amortlzatlon we galculate amor’uzatlon expense over the penod we expect -

to receive economic benefit. Total amornzahon expense was: :$1, 2 milllon $O 9 million and $0 4 million m

o
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PEPS[AMERICAS INC

Notes to- Consohdated Fmanclal Statements — (Contmued)
l .
fiscal years 2006, 2005, and 2004, respectively. The estimated aggregate amortization expense expected to be

recognized over the next five years is as follows(in millions):
, ‘ ; 0 m

Estimated a'rnlgrtization expense: - 7 :
For fiscal year|2007. . . ... P $1.1.

For fiscal year2008......... N L ...................................... 1.0
For fiscal yeari2009.................. e et e 1.0 .
For fiscal yeari2010.................. ; ........... A ....................... 1.0
For fiscal year2011. ... ........... EI P 1.0.

In fiscal year 2006 we acquired the remalrung 51 percent interest in QABCL, resulting in an increase to
goodwill in Central; Europe of $148.8 million.  This preliminary allocation included the goodwill that was .
associated with the iﬁrst step of the acqulsmon completed in fiscal year 2005. This initial investment was
recorded under the equity method in accordance ‘'with APB Opinion No. 18, “The Equity Method of
Accounting for Invéstments in Common Stock,” End this amount was previously recorded in “Other assets” on
the Consolidated Balance Sheets. We are in the process of valuing the assets, liabilities and intangibles
acquired in connectaon with the’ acquisition. We anticipate that the valuation wxll be completed in the second
quarter of fiscal yea}r 2007.

Also in fiscal }{ear 2006, we acquired Ardea Beverage Co.,, resulllng in an allocation of $7.7 million to
goodwill and $2.4 million to other intangibles. The process of valuing the assets, liabilities and intangibles
acquired in contiection with the Ardea acqurs1t10n was completed i in the second quarter of 2006.

In fiscal year 2|005, we acquired Central Investment Corporauon (“CIC")I and FM Vending resulting in an
increase to goodwill in the U.S. of $132.7 millioh. We recorded $268.0 million and $8.0 million in franchise
and distribution agrcemehts and customer relationships and lists, respectively, related to the CIC acquisition.
Generally, our franchise and distribution agreements with PepsiCo do not expire, reflecting a long ongoing
relationship, and as such we have. assigned an indefinite life to this intangible asset. The customer relationships
and lists are being amortized over 10 to 14 years. In accordance with EITF Issue No. 95-3, we recorded
$1.6 million of costs associated with the integration of the CIC operations as a liability assumed in a purchase
business C()mbll'lall()ll’l and included the amount in the allocation of purchase price. We have assigned
$2.1 million to goodwrll associated with the FM Vending acquisition.

Also in fiscal year 2005, we recorded certain adjustments and completed the 1nt.mg1ble asset valuation
associated with the Bahamas purchase completed in the first quarter of 2004. This resulted in an increase in
goodwill of $0.5 mrllron and a reclassification of $2.9 million from goodwill to franchise and distribution .
agreements, an intangible asset not subject to amortization,

Lo ' '
We reduced goodwilt by $3.3 million and $14.2 million in fiscal years 2006 and 2005, respectively, due
to the reversal of certain valuation allowances assocrated with the net operatmg loss carryforwards acquired in
prior year acquisilions. ' :

The decrease in the gross carrying amount of franchise and distribution agreements and related .
accumulated amor'tizlation since the end of fiscal year 2005 reflected the write-off of fully amortized franchise
rights for products we no longer distribute.

3. Investments | o

Equity secunue}s classified as avallable—for—sale are carried at fair value and included in “Other assets”
the Consolidated Balance Sheets. Estimated fair values were $6.1 million and $20.1 million at fiscal year end
2006 and 2005, rcspecuvely Unreatized gains and losses representing the difference between carrying amounts
and current fair value are recorded in the “Accumulated other comprehensive income (less)” component of
shareholders equ1ty| These unrealized gains, net of tax effects, totaled $4.1 million at the end of fiscal year

1y
'
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" PEPSIAMERICAS, INC. .

Notes to Consolidated Financial Statements — (Continued)
2005. There was no. unrealtzed gain or loss recorded in “Accumulated other comprehensrve income (loss)” at
the end of fiscal year 2006. At the end of ﬁscal year 2006, mvestments mcluded common stock of Northfield
Laboratories, Inc. (“Northfield”). As a result ‘of a 51gmﬁcant declme in_market valnanon of our 1nvestrnent in
Northfield, and in accordance “with SFAS No. 115, “Accountlng for Certam lnvestments in Debt and Equtty
Securities”, and EITF Issue No. 03-1; “The Meaning of Other-Than- Temporary Impairment and its Apphcanon
to Certain Investments”, we have adjusted our investment in Northfield to reflect the fair value and recorded .
this adjustment into earnings. The fair value of. these secunttes based upon quoted market prices was
$6.1 million at the end of fiscal year 2006. This realized ma.rketable securities 1mpatrment on the Northfield
investment resulted in a non- cash charge to income.of $7.3 mtlhon in ﬂscal year,2006..; 4

In fiscal year 2004, we recorded a galn of $5.2 mtll10n related to the qale of. a‘parcel of land in 2002 The

" gain reflected the settlement and final payment on the promtssory “note’related to thie tmttal sale, for Wthl’l we

W ' I

had previously provided a full allowance L

, .
. L - . . . . .
. . ) o Aoy

]n ﬁscal year, 2006 we acqntred the remammg 51 percent of the. outstandmg stock of QABCL for
$81.9 million, net of $17.0 miilion cash acquired. We dcquired $55.4 million of debt as pari of the acquisition.
QABCL is a holdmg company that, through subsidiaries, produces,.sells and’ dtsmbutes Pepsi and other
beverages throughout Romania with’ dtstnbutton rights in Moldova. In fiscal year 2005, we had m1ttally
acquired' 49 percent of the outstandmg stock of QABCL for.$51.0'million. The increase in the purchase pnce
for the remaindér of QABCL compared to'the original mvestment was due to the improved operating
performance subsequent to the initial acquisition of our 49 percent minority interest. Also in ﬁscal year 2006,

" we completed the acquisition of Ardea Beverage Co., the maker of the airforce Nutrisoda liné of soft drinks,
_for $6.6 million. Co

FARI

In fiscal year 2005 we completed the acqutsttton of the capital stock of CIC and the capital stock of FM

. Vending for $354.6-mitlion. CIC had bottling operations in southeast Flortda and central Ohio, and was the

seventh largest Pepsi bottler in the U S.

. In fiscal year 2004 we completed the acqutsmon of Dr Pepper franchise rights for a 13-county area in

- northeast Arkansas and certain related assets from Dr Pepper Bottling Company of Paragould Inc. Also in

~ fiscal year 2004, we acquired 2,000 additional shares of Pepsi-Cola Bahamas, which increased our ownership

' 1nterest in the Bahamas from 30 percent to 70 percent. As a result, we consolidated the Baharas beginning in
“the first quarter of 2004, as the investment-was accounted for under the equity method prior to this transaction.

The total cost of these two acqu1smons and another smaller acqutsmon was $21.2 million.

"These acquisitions descnbed above were not material to our, consolidated results of operanons therefore,
pro forma financial information is not included in this note. The results of operations since the dates of all
respecttve acquisitions described above are included in the Consolidatéd Statements of lncome

-

5. . Fructose Settlement lncome

In fiscal- year 2005 we recorded income of $16.6 million before taxes related to proceeds from the
settlement of a class action lawsuit (In re: High Fructose Corn Syrup Antitrust Litigation, MDL, No. 1087,

~ Master File No. 95-1447, in-the United States District Court for the Central District of Ilinois, Peoria

Division). The lawsuit alleged price ‘fixing related to high fructose corn syrup purchased in the U.S. from
July 1, 1991 through June 30, 1995. We received all proceeds from the Iawsun settlement durtng fiscal year
2005. : %
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Notes to Consolidated I:<‘inancial Statements — (Continued)

6. Special Charges o \

2006 Charges In fiscal year 2006, we recorded special charges of $11.5 million in the U.S. related to
our strategic reallgnment to further strengthen our customer focused go-to-market strategy. These special
charges were prlmanly for severance and other employee related costs, mcludmg the acceleration of vesting of
certain restricted stoick awards. In addition, we incurred costs associated with consulting services in connectxon
with the reallgnmerlt project which were mcluded in the spemal charges.

In addition, in fiscal year 2006, we recorded spectal charges of $2.2 million in Central Europe, primarily
for a reduction in the workforce. These special charges were primarily for severance costs and related benéfits.

2005 'Charges In fiscal year 2005, we reoorded special charges of $2.5 million in Central Europe, .
primarily for a reduction in the workforce and the consolidation of certain productlon facilities as we '

rationalized our cost structure. These special charges were prlmarlly for severance costs and related benefits
and asset write- downs, o v

2004 Charges. | In fiscal year 2004, we recorded special charges of $3.9 'million in Central Europe, in
response to changes'in our business model and market conditions, including the accession of our markets into
the European Union|(“EU”). The special charges included a charge of $2.3 million, primarily for severance. -
costs and related benefits, related to a reduction of workforce as a result of the standardization of the: '
organizational structure in all countrles ! ) '

In addition, in fiscal year 2004, we recorded a special charge of $2 0 million related to the Consolldatlon
of certain prOdUCUOlil lines and facilities in Poland and Hungary, as we took advantage of the opportunities that
existed with the entry of our markets into the EU to improve the efficiencies of our supply chain in Central
Europe. This specrall charge consisted primarily qf asset write-downs and the acceleration of depreciation. This
charge was net of 'a‘l$0 4 million reversal recorded in the fourth quarter of 2004 due to revisions of estimates
of certain liabilities related to previous special charges, as we substantially completed the plans to modify our
distribution strategy in all of our markets in Central Europe.
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PEPSIAMERICAS, INC.
Notes to Consolidated ‘Fihanc'ial"étatemériis == (Continued)
The, followmg table summarizes the activity associated w1th specnal charges durmg the periods presemed
(in rmlllons) ; S _ cL \
Beginning of : End or s
- Fiscal Year Special Application’ of Other - Fiscal Year

i . o 2006 Charges, Net Special Charges’ Ad_]ustmenls End 2006
2006 Charges . . o - . . 7
Emp]oyee related costs . ......... $ — $13.5 $(2.4) 55— %114

. Lease termmatlons and other costs . — 0.1 C02) 01 .
. Asset' wnte-downs S . b — 0.1 O e T — =
Total Accrued Liabilities ... . ... * $'— $13.7 ¢ $Q27) - SO USINE
| s . . . ;',
Beginning of - . C oge. - Endof-r =«'{}
Fiscal Year Special . Appllcatmn of . - Flscal Year
S , 2005 Charges; Net© - ' Special Charges " . End 2005 *%
2002 Charges L .
Employee related costs. . ........ $03 $ — $(Q.3)‘ § — ‘
Lease terminations and other R :

COSES © v viii i i, (0.2) — 0.2 —.
Total .. .. ..o 0.1 — BRCAY £
2004 Charges .

Employee related costs. . . ....... 0.1 — 0.1 —
Total .o 0.1 — ©.1) —
2005 Charges _
Employee related costs. . .. ...... — 1.4 (1.4) — :
Asset write-downs .. ........... — 1.1 (1.1 =
Total v e — 2.5 (2.5) —
Total Accrued Liabilities ........ $0.2 $2.5 $(2.7) $ —
Beginning of . . End of .
Fiscal Year Special Application of Fiscal Year
2004 Charges, Net Special Charges 2004
2001 Charges- _ ' ' h
Employee related costs. ......... " $0.2 $0O. . - 30D T —
Total ...... e e 0.2 (0.1) (0.1) —
2002 Charges ‘
Employee related costs. . .. ... L. 08 . 0.3 (0.2) - 0.3
Lease terminations and other L
T 61 1 S 0.2 — - (0.4) w2 -{0.2)
Total ..o 1.0 {0.3) (0.6). 0.1
2004 Charges A .
Employee related costs. . .. ...... 22 - 2.0 01
Asset write-downs .. ........... e 2.1 ~ (2 —
Total ........ .. ... ... 0., - 4.3 - (4.2) -1
Total Accrued Liabilities ........ §L.2 3.9 $(4.9) 0.2
F-17
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Notes to Consolidated Financial Statements — (Co{ntinued)
!
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: 'y PEPSIAMERICAS, INC. . v
i
|
S |
7. Interést‘Exp'ense, Net i

i

{
Interest expense net, was comprised of the following {in millions):

i 3 - 2006 2005 2004]
Interést expefnée ......... RPI l ...................... . $1052  $934 $65.1;'
Interest income. . . . . . . .. S R (39 _(3.5) _(3.0)
Interest expe'nse,.net .......... ceees ‘ .l ................ DU $101.3  $89.9 $62.15'

,' l : e

In ﬁscal year 2006, interest expense, net,: was higher due to higher outstanding borrowings coupled w1th
higher mterest rales| on floating rate debt. In fiscal year 2005, interest expense included $3.6 million related to
the loss on the extrrilgmshment of debt. In flSC:ll year 2005, interest income 1ncluded $1.5 million related to
interest 1ncome associated with the real estate. taix appeals refund on a prev1ou'§ly sold parcel of land in
downtown ChlcagoI In fiscal year 2004, interest income included $0.8 million related to a state income tax

refund and $1 1 mllllon related to the settlemenﬂot certain income tax audits. §

' 1
t

8, Income Taxes

L
o |
il 3
Income taxes (beneﬁts) was comprised of tlile following (in millions): i
' : | 2006 . 2005 2004 |
i _ 3
‘ l

|
Current; .
Federal ..\ ...l O $852  $834  §$.54]
Non-U.S. .i .......... R ! .! ....................... 1.9 0.2 0.1
St?te andlocal ................, [ A, 59 10.2 (2.4)
“Total current ... .............. I 930 988 518
Deferred: 1 : 7 oo
Federal . .. !.............. .. ... O R (7.4) 14.4 43.0,
Non-U.S. |. i ................... A AU PRI 4.0 (3.7 (0.3)
State and Iot}:al e A 09 0.7) 5.9
! ) | '
Total deferred . ............... . It ...................... (2.5 10.0 48.6!
Total income taxes ................ e | $905  $108.8  $100.4!
'] 1 'y ’ 3
The U S. and non- U S. income (loss) beforé income taxes and equity in net earnings (loss) of v
1 !
nonconsohdated compames is set forth in the table be]ow (in millions): 0 i |
‘ _ A 2006 2005 2004 !
us.l...... o o PR $2311 $301.6  $27470
Non-US. ... 1 ..................... L 121 30 _ 7.7 ;
Incorne before - lneome taxes and equity in nlet earnings (loss) of . _Il
nor}rconsohdated COMPANIES . .. o e it e e e eeens $243.2  $298.6 $282.4. i
: \ |
- : | - .
[
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:PEPSIAMER[CAS, INC.
Notes to Consolidated Financial Statements — (Continued)
The table below reconciles the income tax provision at the U.S. federal statutory rate to our actual income
tax provision (in millions).

2006 2005 2004
Amount Percent Amount Percent Amount Percent

Income taxes computed at the
-.. U.S. federal statutory rate on

INCOME oo i i e $85.1 350 $104.5 35.0 % 988 35.0
State income taxes, net of federal

income tax benefit . ... ........... 6.3 2.6 5.1 1.7 53 1.9
Foreign rate differential . ............ 4.0 1.6 03 0.1 0.3) (0.1
Audit settlements and changes in '

CONtINEENCIES . . . ..o vv v i v e (1.2) (0.5) 2.5 0.8 (5.4) (1.9)
Change in valuation allowance . . ... ... (1.8) 0.7 4.1) (1.4) — —
Other items, net. .. ................ _(1.9) (0.8) 0.5 0.2 2.0 07
Incometax ...................... $90.5 372 51088 364  $1004 356

Deferred income taxes are attributable to temporary differences, which exist between the financial
statement bases and tax bases of certain assets and liabilities. At the end of fiscal years 2006 and 2005,
deferred income taxes (including discontinued operations) are attributable to (in millions):.

2006 . 2005

Deferred tax assets: ) _

Non-U.S. net operating loss and tax credit carryforwards .. . e R $ 355 % 389
U.S. state net operating loss and tax credit carryforwards. . ... ... . ... .. .. 13:9. 12.1
Provision for special charges and previously sold businesses . ............ 23.5 26.7

" Unrealized net losses on investments and cash flow hedges ... ............ - 134 7.2

_ Pension and postretirement benefits. . . . . .. e A - 6.5 126
Deferred compensation . . . .........o i 159 17.2
Other..................: PO 10.3- - 15.8

Gross deferred tax assets. . ................................... 119.0 130.5

‘ Valuation allowance .. ............... . o (38.3) (31.2)

» Net deferred tax assets .. ....... 0. .......c.ooueeieinninan.. - 807 93.3
Deferred tax liabilities: -

: Property.............. e e e e e e e e e e {156.7) (173.9)
Intangible assets. . . . . e - (1433)  (138.8)
OMer . ..o e (36 (18)
' Total deferred tax liabilities. . . .. ... .............cccoouiiioio.. (303.6) _(320.5)

Net deferred tax Hability .. ............ e $(222.9) $(227.2)

Net deferred tax liability included in: -

Other CUITENT @SSELS .\ . . oo ottt e it et r e e s ne e eenns $ 202 $ 179
Deferred income taxes ... ... ...t e e e (243.1)  (245.1)
Net deferred tax Liability ... ... ... .. ... . . i $(222.9) $(227.2)
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|

Notes to: Consolidated ‘Financial Statements — (Continued)

f \

- In cdnnectioln with the merger with the former PepsiAmericas, we became the successor to U.S. Federal .

- and state net operatmg losses (“NOLs”) and tax ’credlt carryforwards, as well, as non-U.S. NOLs. We also -
have, andI continue Ito generate, NOLs related to/certain U.S. states as well as our Central Europe and '
Canbbean operatlotlts As of fiscal year end 2005 all of our U.S. NOLs had been utilized. Our non-U.S. N()Ls
amounted to $146 mr]]ton which expire at vanous periods from 2007 through 2014, except for $12.3 million
of NOLs that do nqt expire. Utilization of state NOLs and non-U.S. NOLs is limited by various state and :
mtematlonal tax laws. We have provided a valuauon allowance against all of our state NOLs and a portton of
the non-U.S. NOLsI These valuation al]owances!reﬂect the uncertainty of our ability to fully utilize these |
benefits given the lrmtted carryforward periods permitted by the various taxing jurisdictions. Any future '
reductions to the valuation allowances related to, the state NOLs succeeded to us in connection with the merger

with the former Peﬁsmmertcas will be recorded as an adjustment to goodwill. 't

Deferred taxlesl are not recognized for temporary differences related to investments in foreign sub51dlar1es
that are essenttally permanent in duration. In ﬁsca] year 2006, we reported cumulative undistributed earmngs

of approxtmately $8-million, ;

In ﬁscal years 2006 and 2005, we recorded‘net changes of $1.8 million and $4.1 million, respectlvely, for
tax benefits related to the reversal of valuation alllowances for certain net operating loss carryforwards on our
international businesses due in part to the improved operating performance of those operations. These i
valuation allowance| changes and increased federal tax deductions related to the opening CIC balance sheet
also resulted in a'$3.3 million and $14.2 million reduction, respectively, in goodwill. Additionally, in ﬁscal

year 2005 we recor‘ded a $0. 9 million benefit from a state income tax law change in Ohio. : ;
I

Our USS. 1nc|or|ne tax retumns have been audited through 2004 and alt issues for that period have been'
settled w1th the Internal Revenue Service (“IRS”) Certain subsidiaries are under audit for various periods m
various state junsdrlctrons We believe the tax accruals established for potentlal assessments, including 1nterest
and penalties, ancll other matters are reasonable. Once established, tax accruals are adjusted only when i
circumstances, including final resolution, require. In ﬁseal year 2006, we decreased our tax accruals by
$1.2 mlllplon and injfiscal year 2005 we mcreased our tax accruals by $2.5 mtlhon for contingent lrabllmes
Both are reﬂected in “Audit settlements and changes in contingencies” in the tax rate reconelhatlon table. :

In ﬁscal year 2004 pursuant to newly issued tax interpretations and in conjunction with the completron
of the income tax audit through the 2002 tax year, we reduced goodwill by $23.0 million for the reversal of
the valuatjon allowance for certain net operatmg loss carryforwards acquired in December 2000. In the first
quarter. of 2005, wel received $13.3 million from'the tax authorities related to the utilization of a portion of the
net operatmg loss carryforwards for tax returns ﬁled through fiscal year 2002. ;

Durmg ﬁscal year 2004, we recorded a net jtax benefit of $5.4 million associated with the completioni of
certain income tax audits. We recorded a net gain of $2.7 million relating to a state income tax refund. This
gain is comprlsed of $0.7 million for consulting expenses (recorded in “Selling, delivery and administrative
expenses’ ) $0.8 million of interest income (recorcled in “Interest expense, net”) and $2.6 million of inconie
tax benefit, net (recorded in “Income taxes™). In'addition, we recorded a $3. Simillion benefit, fiet of tax, |
relating to the reylrer:sal of certain tax liabilities due to the settlement of i mcome tax audits through the 2002 tax
year. This benefit is comprised of interest income of $1.1 million ($0.7 mtlhon after-tax) recorded in “Interest
expense, net and $2 8 million of tax benefit recorded in “Income taxes.”

B ' " !
9. Sales of Rectivables E !

In ﬁscal year 2002, Whitman Finance, our specral purpose entity and wholly owned subsidiary, entered
into an agreement (the “Securitization™) with a major U.S. financial institution to sell an undivided mterest in
its receivables. The|Securitization involves the sale of receivables, on a revolving basis, by our U.S. bottlmg
subsidiaries to Whttman Finance, which in turn $ells an undivided interest in the revolving pool of recetvables

Nt a3t

l ] " ir
' F-20 :

¢ o
i . [
. '
!
I . [

|
I
!
|
H
1

i




‘ PEPSIAMERICAS INC.
Notes to Consolndated Flnanclal Statements — (Contmued)

to the financial institution. The potennal amouit of recewables eligible for sale is determined based on the
size and characteristics of the receivables pool’ but cannot exceed $150 million based on the terms of the
- agreement. At the end.of fiscal. year 2006 the maximiiin dmount of recervables ehglble for sale was
; $150 million. Costs related to this arrangement, mcludmg losses on the sale of recelvables are included in
§ “Interest expense, net : -
The recelvables sold to Whitman Fmance under the Securmzatron program totaled- $250 0 million-and
; : - $241.7-million as the end of fiscal years 2006 and 2005 respectively. Receivables for: whrch an undivided -
: ownershlp interest was sold to the financial mstltutlon were $150 million as of the end of ﬁscal years 2006
l and 2005, which were reflected as a reduction’in our receivables in the Conso]rdated Balance Sheets. The
| receivables were sold to the: financial institution at-a discount, which resulted in losses of $8.1 million,
i* $5.3 miltion and $2.2 million in fiscal yedrs 2006, 2005 and 2004, respectively, recorded in “Interest expense,
; " 'net” on.the Consolidated Statements of Income "The retained interests of $94.7 million and.$84.7 million are
‘ .mcluded in receivables ‘at fair- value ‘as of the-&nd of fiscal years 2006.and 2005, respectively. The fair value
i incorporates expected credit_ losses whrch are based.on specrﬁc ideritification of uncollectible ‘accounts and
application of historical «cotiection percentages by aging category. Since’ substantrally all recervables sold to
Whitman Finance cairy 30- day payment terms, the retained interest is not discounted. The welghted -average
P key credit loss assumption used in measunng the. retained mterests as of the end of fiscal years 2006 and
.t - 2005, including the- sensitivity of the current fair value’ of retamed mterests as of the end of fiscal year 2006 to

1 immediate :10 percent and 20 percent ‘adverse changes i in the credlt loss assumpt10n are as- follows (in
S Imllrons) _ o ' _ _ :
s _ ' L. asof Fisial Year End 2006 .
o ' ‘AfofFiseal - 10% Adverse  20% Adverse
! ! ) A Year End 2005 Actual ' .. Change. . _ Change
e Expected credit losses ... ............. " 3.0% L 2.2% 2.4% 2.6%.
§ Fair value of retained interests. . . .}.- ..... $84.7 $94 7 $94 0 $93.5 -

The above sensitivity analysis i is hypothetical and should be. used with cautron Changes m farr value
based. on a0 _percent or 20 percent vanatron should not b extrapolated because the relatlonshlp of the °
change in assumptron to the changé in fair* value may ot always be’linear. Whrtman Fmance had $2.1. nulllon
and $3.7 million of net receivables over 60 "days past-due as of the end of fiscai® years 2006 and 2005
’ respectively. Whitman Finance’s credit losses were $0.7 mllllon $1 5 millién and $2.4 million ‘in fiscal years
- 2006; 2005 and 2004, respectlvely el R
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PEPSIAMERICAS INC.

Notes to C(msohdated Financial Statements — (Continued) t

i

10. Debt : ..= . S : ' ,

Long -term debt as of the end of fiscal year 2006 and 2005 consisted of the following (in mllllons)

. | ; 2006 2005 .
6.5% notes due 2006. . ... ....... e $§ — § 366
5.95% notes due 2006, . ... ... ... ... L. e e — 98.1.
3.875% notes due 2007 . ... ... . I ...... e . C 274 27.4;
6.375% notes due 2009 ............... .......................... 150.0 150.0,
5.625% notes due 2011 ............. JR IR ... 2500 —.
4.5% notes dud 2013, ................ AR S L. 1500 1500
4.875% notes due 20015 .. ... ... JE PP 300.0 300.0
5.00% notes dde 2017. . ... ... ... ... A . 2500 2500,
7.44% notes dde 2026 (due 2008 at optlon of note holder) . .. ............ 250 25.0¢
7.29% notes dlie 2026........... ... L. P e : 100.0 100.0+
550%notesd4e2035 ..... e e 2500 | 250.0
Various other debt, including capital lease obligatio_ns ......... S 269 . 306
Fair vatue adjustment from interest rate SWaps . . . . ... .........urr.nn.. 6.1 - 8.7
.Unamortlzed'dlscount .............. LR (6.0) (S.S):

Total debt . }............ P TREE e e e 1,529.4 1,420.6.
Less: amount included in ShOI‘I term debt, ; ..... P 39.2 .134.7;
Total'long- tem.ll debt .. ............. e 51,4902  $1.2859

1
. Lo .
Our debt agree‘ments contatn a number of covenants that limit, among other things, the creation of liens,
sale and leaseback transactions and the general sale of assets. Our revolving credit agreement requires us o
maintain an mterest coverage ratio. We are in cornphance with all of our financial covenants. Substantlally all
of our debt securmes -are unsecured, senior debt obhganons and rank equally with all of our other unsecured

and unsubordmated 'indebtedness
; :

In May 2006, we issued $250 million of notes with a coupon rate of 5.625 percent due May 2011. Net
proceeds from this transaction were $247.4 million, which reflected the discount reduction of $1.0 million and
debt issuance costs of $1.6 million. A portion of 'the proceeds from the issuance was used to repay our
commerc1al paper: and other general obligations. The notes were issued from our automatic shelf reglstratlon
staternent filed May| 16, 2006 (the *“Registration Statement”) Under the Registration Statement, additional debt

securities may be offered. . ! . |

.
v

In Februa.ry 2006 we repaid $134.7 mlllxon of the 6.5 percent notes and the 5.95 percent notes. In

addition, 1n Decernber 2006 we paid $51.1 million of long -term debt acquired in the QABCL acquisition. .
, .

In January ?.005 we issued $300 million of; notes with a coupon rate of 4.875 percent due January 2015
Net proceeds from the transaction were $297. 0 million, which reflected the reduction for the discount of j
$0.8 million and debt issuance costs of $2.2 mllllon The proceeds from the issuance were used to fund the
acquisition of CIC. - : 3

In May 2005, we issued $250 million of not!es with a coupon rate of 5.0 percent due May 2017. Net :
proceeds from this til'al'lSElCthIl were $246.1 million, which reflected the reduction for the discount of
$2.0 million and debt issuance costs of $1.9 million. We also issued $250 million of notes with a coupon rate
of 5.5 percent due May 20335: Net proceeds from this transaction were $246.2 million, which reflected the
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Ireductlon for the drscount of $1. Sfmtlhon and’ debt

‘as of the. end of ﬁscal years 2006 and tiOOS,,respectrvely The werghted average borrowmgs under the

ance . cows,ts of $2 3 mllllon A portlon of the proceeds e ;:'
from the 1ssuances was used to fund the cash tender offer of .three outstandlng debt notes , e

_ gw ;
$550 million. The total’ amount tendered from' these fotes’ was $388 0 mllllon Net proceeds pa1d to the .f'
bondholders equaled $395 3 mllhon whrch 1ncluded $4 47_null|'on‘o _'accrued 1nterest and $3 0 mlllron of .

discount’ and issuance costs Wthh were recorded in “lnte'rest expense net”, AR IR

In June 2006, we entered mto a new ﬁve year $600 mrlllon unsecured revolvrng credlt faellrty The
facility is- for genera] corporate purposes, 1nelud1ng commerc1al paper backstop. It'replaces our; prev1ous - .
five-year, $500 million® credit facrhty,hn substantta]ly srmrlar terrns _giving.us a total of $600 mllhon avarlable ‘
under the commerc1a1 paper program and revolvmg eredrt facrlmes combmed The 1nterest rates on the~ o h

‘-"a
" -

commercial paper program: dunng ﬁscal year i_006 and 2005 were $279.4 mt]hon and $117.3 mllhon, ,'
respecnvely The werghted—average interest-rate for borrowrngs outstandtng under the commercnal paper
program ‘as of the end of fiscal, years 2006 and 2005 were 5.0 percent ‘and, 3 2 percent respectrvely

Certam wholly-owned subsrdlarles marntarn operatmg llneslof credlt The total amount avarlable under ;

these borrowmgs is. $87 0 mrlllon Interest rates are based pnrnanly upon Interbank Offered Rates for e e,

* The 7 44 percent potes dué in 2026 are subject to a!one time mvestor put optron of $25 million in ﬁscal
- year 2008 As we currently do.fiot expect the noteholders to exercrse thls put optton the notes are not -
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PEPSIAMERICAS, INC. . I,

Notes to Consolldated Fmanclal Statements — (Contmued)

i |
11.. Lea'ses S
: i

We have entered mto noncancelable lease commltments under operatmg and capital leases for fleet
vehicles, computer equrpment (mcludmg both software and hardware) land and buildings.

1 v

As of the end of fiscal year 2006, annual mrmmurn rental payments requtred under capital leases and
operating leases that have initial noncancelable terms tn excess of one year were as fol]ows {(in millions):

|
N 1 . R . Capital Operatmg
L

{

y N L .. : Leases Leases |,
2007 .. ... o e A SO $06  $145
2008 ...... ’ .......... o L T - 0.5 109 1
2009 ... .. b PR 0.5 10.6
2010 .01 b R PSS SUU T 05 74"
2011 .... .. Lo RETRTT Lo S 05 60
Thereafter...} .................... " ............... 27 316
Total minimum lease payments. .. ... ... P 5.3 $81.0
Less: 1mputedimterest.‘ ..... . . E e e AR 3.3)

: . - b Lo v
Present value ?f minimum lease'payme'nts.! ......... S e SR $20 |

¢

Total rent expense applicable to operatmg leases amounted to $26.4 million, $34.1 million and $27. 5 nul-
lion in ﬁscal years 2(}06 2005 and 2004, respectrvely A majonty of our leases.provide that we pay taxes,
maintenance, 1nsurance and certain other operating expenses. We recorded $1.4 million of expense for the
early termmatton of a real estate lease and $6.1 million of expense related to‘lease exit costs as a result of the
relocation of our cc;rporate ofﬁces in the Chlcago area in fiscal year 2005.

¢

! . .
'

12. Financial Instruments : |
| . V
We vse derrvatllve ﬁnancral instruments to reduce our exposure to adverse fluctuations in commodity
prices and interest: rates These financial instruments are'*“over-the-counter” instruments and were designated at
their inception as hedges of underlying exposures. We do not use derivative financial instruments for . 1.
speeulatrve or tradnlrg purposes. b . i K
|

Cash flow hedges We enter into denvatl\ge financial instruments to hedge against volatility in future
cash flows on ant1c1pated aluminum purchases and diesel fuel purchases, the prices of which are indexed to
their respective market prices. We consider these hedges 1o be highly effective, because of the high correlation
between the commodlty prices and our contracntal costs. At the end of fiscal year 2006, we had no outstandmg

hedges related to;aluminum or diesel fuel. |

‘ |
In antlcrpatron of long-term debt issuances,' we had entered into treasury rate lock instruments and a ;
forward starting swap agreement. We accounted, for these treasury rate lock instruments and forward startmg
swap agreement as cash tlow hedges, as each hedged against the variability of interest payments attributable to
changes in interest rates on the forecasted issuance of fixed-rate debt. These treasury rate locks and forward
starting swap agreement are considered htgh]y effectrve in eliminating the variability of cash flows assoc1ated
with the forecasted debt issuance. : :
: | !
I
|
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- PEPSIAMERICAS, INC.

Notes to Consolidated Financial Statements — (Continued)

The following table summarizes the net derivative gains or losses deferred into “Accumnulated. other
comprehensrve income (loss)” and reclassified to earnings-in fiscal years 2006, 2005 and 2004 (in millions): . .

- 2006 2005 2004
Unrealized (losses). gains on. derivatives at'beginning of year .. ... .. $4) % 12 7% 24
Deferral of net denvatwe losses in accumulated other comprehensrve T -
“dncome (108S) . L. L L e I 0.1n a0 a32)
Reclassrﬁcat‘lonof net denvatlve (losses) gains to income ........... 0.8) 7.1 12.0
Uhrealized (losses) gains on derivatives at endofyear.............. $(33) $24) § 12

Fair value hedges Penodlcally, we enter into interest rate swap contracts to convert a portion of our

-ﬁxed Tate. debt to floating rate debt wrth the Ob_]CCthG of reducmg overall borrowing costs. We account for

these swaps as fair value hedges, since they hedge against the change in fair value of fixed rate debt resultmg
from fluctuations in interest rates. In ﬁscal year 2004, we terminated all outstandmg interest rate swap
contracts and received $14.4 million forithe fair value of the interest rate'swap contracts. Amounts included in
the cumulative fair value’ adjustment to long-term debt will be reclassified into earnings commensurate with

- the recognition of the related interest éxpense. At the end of fiscal years 2006 and 2005, the curnulative fair
- valué adjustments to long-term debt were $6.1 million and $8.7 million, respectively.

Amounts recorded for all derivatives on the Consolidated Balance Sheets are as follows (in'millions):

- 2006 2005
Unrealized gains: .
COMMOILES - - .« v o ettt et e e e et e e e e et e $— $14
Interest rate INSIUMENTS . . ... .ttt ittt et e et e e e e e e e e e e e e e e e e g2 111
Unrealized losses: | '
COMMOUILIES .+ .+« e v et e e e e e e e e e et e e e e e $(0.6) ~ $(0.1)
Interest rate instrumente ............................................. (68 (3.7

Other financial instruments. The carrying amounts of other financial assets and liabilities, inclﬁding
cash and cash equivalents, accounts receivable, accounts payable and other accrued expenses, approximate fair
values due to their short maturity. : . .

. The fair value of our floating rate debt as of fiscal year end 2006 and 2005 approxrmated its carrying
amount. Our fixed rate debt,»which includes capital lease obligations, had a carrying amount of $1,529.4 mil-
lion and an estimated fair value of $1,520.0 million as-of fiscal year-end 2006. As of fiscal year end 2005, our

: -fixed rate debt had a carrying amount of $1,420.6 million, and an estimated fair value of $1,429.5 million. .
* The fair value of the fixed rate debt was based upon quotes from financial mstttutlons for mstruments with

similar characteristics or upon drscountmg future cash flows.

13. Pension and Other Postretrrement Plans

Company-sponsored deﬁned beneﬁt pension plans. Prior to Dece‘mber"31 2001, salaried employees
were provided pension benefits based on years of service that generally weré llmtted to a maximum of
20 percent of the employee’s average annual compensation during the five years precedmg retirement. Plans
covering non-union hourly employees generally provided benefits of stated amounts for each year of service.
Plan assets are invested primarily in common stocks, corporate bonds ‘and govemment securities. In connection
with thé mtegranon of ‘the former Whitman Corporation and the former PepsrAmerlcas U, S. benefit plans
during the first quarter of 2001, we amended our pension plans to freeze pension benefit accruals for
substantially all salaried and non-union employees effective December 31;.2001.. Employees age-50 or. older
with 10 or more years of vesting service were grandfathered such that they will continue to accrue benefits -

F-25




|
|
L

l

i

PEPSIAMERICAS INC. N

]
i
Q. . S i :
; o Notes to Consolldated Financial Statements -— (Continued) ‘,

after December 31 2001 based on their final average pay as of December 31, 2001. The existing U.S. salarled
and non- umon pensu)n plans were replaced by an additional employer conmbutlon to the 401(k) plan
beglnnmg January l 2002. i |

i

In September 2006, the FASB issued SFAS No. 158, “Employers’ Accountmg for Defined Benefit
Pension dnd Other. iPostretlrement Plans.” SFAS No 158 requires, among other things, that we fully recogmze
the funded statua.assomated with our defined beneﬁt pension and other post-employment benefit plans onthe
Consolidated Balance Sheets. Each overfunded plan is recognized as an asset and each underfunded plan i Is
'recogmzed as a lrabrhty Any unrecognized prior service costs or credits and net actuarial gains and Iosses as
well as subsequent ic:hanges in the funded statusI is recognized as a component of “Accumulated other |
comprehensive income (loss)” in Shareholders’ equity. The recognition provisions of SFAS No. 158 were I
effective as of the end of fiscal year 2006. We u!fill also be required to measure our plans’ assets and liabilities
as of the end of our fiscal year instead of our current measurement date of September 30. The measurernent
date provrslons w1l] be effective as of the end, of fiscal year 2008.

I
The followmg table outlines the changes in: . benefit obligations and fair values of plan assets for our r

pension plans and reconcﬂe the pension plans’ funded status to the amounts recogmzcd in our Conselidated

Balance Sheets dS of fiscal year end 2006 and 2005 (in millions): :

. r E ) 2006 2005

Change in Benef t Obligation: [ E ' ‘ g

Beneﬁt obllgatlon at beginning of year 4. ... ........ ... ... ... AR 51816 $160.§
Serv1ce COSL .ot Y T R 34 31

JInterest c]ost ................... L 10.1 9.5|‘

Amendments ................. l ..... e 0.5 03

Actuarlal (gain) loss ........... I, I ...................... O (10.8) 159

1Beneﬁts paid. . ..., ... . oo {8.2) (8.0)

I ‘ \ N

Beneﬁt oblligahon at end of year . . . .. R R E R R RPN 51766  $181.6°

v H

Change in l?l_e:m Assets: ! , ’ )

Fair value of plan assets at beginning of 'year ................... e $149.5  $134.0

‘Actual return on plan assets. . .. .. . L EERRREY 14.1 167

Employeri contrrbuuons ......... ' i[ ............................. 21.1 6.3‘

‘Benefits pard ................. L . (8.2) (8.0)

Fair value of plan assets at end of year |....... e e $176.5 $149.5

Recnncrlratmn of Funded Status: ‘ i ' l

Funded St;itlgls .......................................... e $ (0.1) $¢32.1)

! : ; i

Employer; C‘(i)ntributions after rneasurerhent date . ..............., SEREEEE 10.0.

Unrecogmzed net actuarlal loss..... ’. ] ............................. ‘ 633

Unrecogmzed prior serv1ce cost. ...... ! ............ e 2.1

Net amount recognized . .......... A TR . P | $ 433

f

The change m the underfunded status of the plans was due to employer < contributions of $21.1 rmlhon

since the prevrouls measurerhent date, 510 ml“l()'n of which was recorded in flscal year 2006, and an increase
in the dlscount rate1 from 5.75 percent to 6.16. percent I

Post- renremerrt benefits other than pensmns We prov1de substant:ally all former U.S. salaried employ-
ees who retrred prior- to July 1, 1989 and certain other employees in the U.S., mcludmg certain employees in

i : : F-26 ' "
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the territories, acqu1red from: Pepano w1th certain: llfe -and- health care beneﬁts U.S. salarled employees
- retlnng -after July 1, 1989,:except covered employees ‘in the ‘territories acquired from Pep51Co in 1999,

: generally are requ1red o] pay.the- full cost of these benefits. Effective January :1, 2000, non-union hourly

employees are! also eligible; for coverage under these- plans, but are-also required to pay. the. full cost of the

' beneﬁts Ehglblhty .for. these benefits vanes with the employee s classification. prior,to. retlremem Benefits are

prowded through’ insurance contracts or-welfare trust funds. The insured plans genera]ly a_re ‘financed by

monthly insurance premiums and are based upon the prior year’s expcnence Benefits paid ‘from the welfare
trust are ﬁnanced by monthly deposits that approximate the amount of current claxms and expenses. We have

the nght to modlfy or termmate these beneﬁts ] : 4
i

2005

5223
0.1

1.1
‘0.9
~{1.4)
_y)
5217

$(21.7

+(3.7)

314(0'5)

$(25.9)

The followmg table  outlines the changes in benefit obligations for our post—employment benefits other
than pensmns as of the end of fiscal years 2006 and 2005 (m mllllons) _
: - 2006
Change in Eeneﬁt ‘Obfigation
Benefit obllgatlon at begmnmg of year . .. ... $21.7
Service cost ... ... .. e e e e e e ‘ 0.1
Interestcos_t.....‘.......................‘....' ................. 1.1
Plan participant contributions . . . . . . e e e e 1.1
Amendments . .. .. ... . 0.0
‘ Actvarial gain ...l e el (1.9)
Beneﬁts patd .. ... e e e {1.9)
Benefit obligation atend of year. . ............. ... . oo $ 20.1
Chanée_ in Plan Assets:
'Fair value of plan assets at beginning of year . .-.......... ... ... . ... ... $ —
- Employer contributions'.' .......................................... :0.8
Plan parti¢ipant contributions . .. ....... ... i i e e e L
Benefitspaid ..............coviiuninn., e (1.9)
Fair value of plan assets at end of year . ... ... e IO $ —
Reconciliatiéh of Funded Status:
Funded status.. e e ettt eaaeeeaieeaaiaateaien $(20.1)
Unrecogmzed net actuarial-gain . ... ..... e e
Unrecogmzed prior service credit . ... ... ... .. e SRR e
. Net amount recognized. . . ... .o oo T e
. F-27
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The, changes in the Consolidated Balance Sheet as of the end of fiscal year 2006 arising from the |
adoption of SFAS No 158 are outlined as follows (in millions): ‘

i R E Prior to I’
[ i Adoption of SFAS 158 Post SFAS 158,
\ L . SFAS 158 Adjustment Adjustment !
! . [ . —
Prepaid pension costs . ....... [P b . 3476 $(432) - %44 t
Deferred ta)j(-éisset ................. - { ............ 28 13.8 166
Pension liability ... PO N P 4.5 — a5 "
Other post-emplt)yment liability . . . . ... - I ............ 26.3 (6.2) 20.1 E
Accumulated other comprehensive loss . . E ......... . 48 232 . - 280

The ! follown?g table summarizes the net pri|0r service cost (credit) and net actuarial (gain)/loss deferré'd
into “Accumulated‘other comprehenswe income (loss) and reclassified to earnings in fiscal year 2006 (in’
mlll1ons) 4 ' ! : : '

. : Other "
: o ' ‘ . : Post-Employment O
Net Prior Service Cost (Credit), net of tax ; Pension Plan Plan Total}'
- - . . § P
Unrealized losses (gains) on net prior sefvice cost at ' ) :
belgmmng o]f YEar ..o ! .l ............. $13 $ (0.3) $ 10
] y
Deferral of net prior service cost (credits) 1}1 accumulated : . l
other comprehenswe income (loss} ... G 04 0.1) . 03
Reclasmfica}mn of net prior service cost tojincome ., , ..., (0.2) — {0.2)
R ! _— —

b . . ) .
Unrealized lo_slses {gains) on net prior service cost at end of v
: i . .

i .
Net Actuarial {Gain)} Loss, net of tax ' |

Unrealized losses (gains) on net actuarial (gam)/loss at : '
begmnmg olf VEAL © it e e $39.4 $ 23 353’.1'.1i

Deferral of het actuarial gains in accumulated other - r
: comprehelnswe income (loss). ...... " : e (6.6) (1.5) , (B.1D)
Reclhssiﬁcat;iOn of net actuarial (losses)/gai;ns to income . . . (2.4) 0.3 (2.1}

Unrealized losses (gains) on net actuarial ('gain)/loss at end : :
ofyear . .l L L b $30.4 $ (3.5) $26.9

The amountnof net prior service cost and net actuarial loss for our pcnsmn plans expected to be
reclassnﬁed into eall'mngs during fiscal year 2007 are $0.3 million and $2.6 million, respectively, The amount
of net actuarial g'alh for our other post—employment plan expected to be reclassified into earnings during fiscal .
year 2007 is $0.5 mxlhon The amount of net prior service credit expected to be reclassified into earnings- ‘for
the other, post-employment plan is not matenal

+
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Net periodic pensron cost for ﬁscal years 2006 2005 and 2004 included the followmg components (in

millions): . . . « . . , i
2006 2005 ¢ 2004
CService cost ... ... e e . .. 8 34 .8.31 .85 30
Interest cost . ... .. N I 101~ .« 95 9.2
~Expect_ed return 6n planassets. .. ................ e e - {13, 8) (11.8)" .+ (11.3)«
Amortization of netloss .. .... ... .......... A " 38 28 T 20
Aml)rtleat'ion of prior service cost . ........... R, 0007027 L0 (0.6)
Net periodic pension cost . ................. e .. 8 _3.7 $ ‘37§ 23 -

Accumu]ated other comprehensive income (loss) amounts are reflected in.the Consolidated Balance ,
Sheets net of tax of $16.6 million and $23.7 million at fiscal year end 2006 and: 2005, respectwely We use LI
September 30 as the measurement daté for plan assets and obligations. The plan assets of our pensron plans as.
of fiscal year énd 2006 were approximately $7.1 million hlgher than plan assets at the September 30
measurement date. . .

The net periodic cost of post- employment benefits other than pensions for fiscal years 2006, 2005 and
2004 was $0.7 million, $0.8 million and $1.2 million, respectwely Our post-employment .plan was not funded
The vnfunded accrued post—employment benefits amounted to $20.1° mllhon and $21.7 million as of the end of
fiscal years 2006 and 2005, respectively. These balances are reflected in “Other liabilitiés” on the Consohdated
Balance Sheets -

Pension costs are funcled in amounts not less than mtmmum levels requrred by regulatlon The pnnc1pal_,_‘__t'
economlc assumptrons used in the determination of net pen0d1c pens1on ‘cost and beneﬁt obhgatlons were, as"' L
follows e

" Net Periodic Pension Cost: - ' . ‘ M - 2005 3(_)_01 )
Discount rates . . . .. e e 575% 6.00% 6.25%
".Expected long-ter'm‘ratles of TEIUIN Of ASSELS - . .. ..ot REEERRES 8.50% _‘.8..59% 8.‘5{_)%" '
Benéfit Obligation e - " 2006 5‘é§@§ 2004
D1scount rates ..., i e -. e e e 616% -?.5.75% -6.00%
Expected long term rates of retum OMAESSELs . ... ..ot 8'.50% 8. 50% 8.50%

.Dtscount‘Rate Smce pension’ llablhtres are measured on a dlscounted basis, the discount rate :s a |
srgmﬁcant assumpnon -An assumed’ dtscount rate is requtred to "be used in each pension plan actuarial -
valuation. The: dlscount rate assumpnon reﬂects the market raté for high qualny (for example, rated “AA” or
“higher by Moody’ s or Standard & Poors in the U:S.), ﬁxed-mcome debt instruments based on'the expected
duration of the benefit. payments for our pensnon plans as of the annual measurement date and is subject to
change each year g e

A 100 ba31s pomt increase in the ‘discount rate would decrease our annual pensron expense by
$2.1 million. A.100 basis point decrease in the discount rate would increase our annual pension expense by

$2.4 mllhon C-

. o ;. : oo
Expected Return on Plan Assets The expected long -térm. retum on plan assets should, over time,
approx1mate the actoal long-term ‘rétuns on pension plan assets. The expected return 'on plan assets y
assumptlon is based on historical returns and the future expectatron for retums for each asset class, as wel] as

the target asset. allocation of the asset portfolio. N . A
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’ .: .
A lOO basis | pomt increase in our expected return on plan assets would decrease our annual pension |
expense by $1.7 million. A 100 basis point decrease in our expected return on plan assets would increase our

annual pens:on expl:nse by $1.7 million.
t

The projected Peneﬁt obligation, accumulated benefit obligation and fair value of plan assets for pension
plans with accumulated benefit obligations in excess of plan assets were $14.0 million, $14.0 million and |
$9.4 million, respectlvely, as of fiscal year end 2006 and $181.6 million, $181.6 million and $149.5 million,
respectively, as of fiscal year end:2005. The assumpnons used for the expected long-term rates of return on
assets were based o{n the expected plan asset allocation and expected returns in each asset class. Plans with a
projected benefit obllganon accumulated benefit obligation, and fair value of plan assets of $162.6 million,
$162.6 million and '$167.1 million, respectlvely, were overfunded at the end of fiscal year 2006.

Our pensnon plan weighted- average asset’ allocauons as of September 30, 2006 and 2005 by asset category
were as follows

! ' T ] _ September 30, September 30,!

Asset 'Categnry : T 2006 2005 i
Equity securlties .................... f ..................... 66% 2%
Debt-securities .. ................. T 25% 26%
Other . . . .. IS PR e 9% 2%
Total . .. .. I . . 100% 100%

The plan s asscts are invested in the PepstAmerlcas Defined Benefit Master Trust (“Master Trust”). The
Master Trust’s investment objectives are to seck capital appreciation with a level of current income and long-
term income growth Broad diversification by securlty and moderate diversification by asset class are achieved
by 1nvest1ng in dorrlesttc and international equ1ty index funds, a domestic bond index fund, and money market
funds. The Master Trust’s target investment al]ocatlons are 60 percent to 75 percent equities, 25 percent t0
35 percent bonds; and up to 5 percent in other assets. The Master Trust does not hold any of our common’
stock. » : v

‘l Lo . . . o Lo
Health care assumptions. The principal economic assumptions used in the determination of net periodic

benefit cost for the’ ‘post-employment benefit plan were as follows: . I
!

Net Periodic Benefit Cost: . | ' ' 2006 2005 2004
Discount ratés) . .. .| S . E ......................... 5.75% 6.00% 6.25%
Health care cost trend rate assumed for next YEar ... 10.0% 10.0% 11.0%
Rate 'to which the cost trend rate is assumed to decline (the ultimate rate) 50% 50% - 5.0%
Year ‘that the rihte reached the ultimate trend rate . ... P, ‘... 2011 2009 2009;

Benefit Obligation: 2006 2005 2004

Discount ratesl ........ e S e 5.97% 35.75% 6.00%
Health care cost trend rate assumed for next B2 | N 9.00% 10.00% 10.00%
Rate to which the cost trend rate is assumed to decline (the ultimate rate}.. -5.00% 5.00% 5.00%
Year. that- the r«iﬁe reached the ultimate trencl TAle ... e 2011 2011 2009,

(. ! o .
Expected benefit payments. A minimum contribution of $0.7 million is required under the minimum
funding st'andards'I in fiscal year 2007. We do not expect to make any additional contributions in fiscal year
! E ‘

"¢ F30 :

.
I '

;
(. ‘ ‘

B . |

ot




PEPSIAMERICAS, INC.

Notes.to Consolidated Financial Statements — (Continued)

I ~ 2007. The following beneﬁt payments which reﬂect expected future- service, as appropriate, are expected to
be pald (in millions}:

.‘ - Pension ‘Other
| v o . ’ ‘ Benefits Benefits
2007 P et e $84 SIS
P 2008 L PR e FUTTS §8 15
B T000 PR 92 16
2000 L P D e 9.6 1.6
P 201 PR 10.1 L7
i 20122016 .......... L T P 597 80
! . s o ) -y . ‘l Tk
. Company-sponsorea' def ned conmbuuon plans.  Substantially all U.S. salaried employees and certain

“'-‘i

U.S. hourly employees participate in voluntary contributory defined contrlbutron plans to.which we make
-;;‘ partial matching: contributions. Also, in connection’ with the aforementloned freeze of our pension plans, we
" began making supplemental contributions in 2002 to substannally all.U.S. salaried employees and -eligible
hourly employees’ 401(k)-accounts, regardless of the level of each. employee s contributions. In addition, we
4"'_ make contnbutlons to a supplemental deferred ‘compensation plan that provides eligible U.S. executives with
the opportumty for contributions that'could not be credited to. théir' individual 401(k).accounts due to Internal
‘Revenue Code limitations. The expense recorded.amounted to $19.7 million, $18 9 million and $16.1 million

l in ﬁscal years 2006 2005 and 2004 respectlvely,

. A -
R ..i:.,..;'._..z_.,,.,':..
-

B Multt-emplayer pensron plans iy We pamc1pate in a number of multi- employer pen51on plans, which
T provrde benefits to'certain of our umon employee groups. Amounts contnbuted to the plans totaled

. Tl‘a L $5 3 million, $4. 7 million and $4.4 mllllon in fiscal years 2006, 2005 anid 2004, respectively.
LN

: '; a “'Multt employer post-retirement medical and lrfe insurance, . 'We partrcrpate in a' number of - multi-
o } employer plans which provide' health care and survivor benefits to unlon employees during their workmg lives
*a, < and after retirement.  Portions of the benefit conmbutlons whrch cannot be: dlsaggregated relateéto post-
P renrement benefits for plan participants. “Total_amounts charged against income and contfibutéd to the plans
I (mcludmg benefit coverage during pamc1pat1ng employees workmg lives) amounted to $I7 9 million,
$l4 8 nnlhon and 512.8 mllhon in ﬁscal years 2006, 2005 and 2004 “Tespectively.

B

)
R % R 14 Stock Repurchase Program
3

‘. Dunng ﬁscal year 2006 -we repurchased 2 total of 6 3 mrlhon common shares at an average price of-
i ,} tota] of 10 1 million shares at an average price of $23. 73 per share for an- aggregate purchase price of
o $239 '3 ‘miliion. The purchase “of these" shares was made pursuant to the- share repurchase program previously-
' authonzed by our Board of Directors. As of fiscal year end 2006, the total remammg shares authonzed under
: the repurchase program was 9’8 mllllon shares. :
- : Durmg ﬁscal year 2005 we renred 30 million shares of Peps1Amencas common stock. The stock
retlrement resulted in a reduction’ to: the treasury stock account of- $572.3 million, a reducuon o retalned

e

A

, _ incoine, of $296 0 l'mlllOl‘l and a reduct1on to common stock of $276 3 mrlhon ’ I
‘? : 2 On Apnl 30 2004 we repurchased 10 mrlhon shares or approx1mately 6.8 percent of our common. stock
I at’a total cost of, $200 6 rmllron The shares were purchased from an 1nvestment bank under an accelerated .

" share repurchase program at $20.03 pér share The purchasc of. these shares’ was made pursuvant to the share ,
. P repurchase program previously authorized by our Board’ of D1rectors We 51multaneously entered into a h
1 forward contract’ with:-the’investment bank, in which the’ mvestment bank agreed-to- buy 10 million'shares of
. our stock in the open market during’ the- duration of the program. Upon completion of the forward contract in

i
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the fourth quaner of 2004, a settlement amount ‘referred to as the purchase price adjustment, was calculated
based upon the dtfference between the investment bank’s average actual purchase price of our shares during
the repurchase perl?d and the initial purchase price of $20.03 per share. As the investment bank’s average’
actual purchase price of our shares exceeded the initial purchase price, we were required to pay the investment
bank the purchase price adjustment plus mterest and had the option to settle in shares or in cash. i
Commensurate w1th the completion of the terms of the forward contract, we paid the final settlement of
$2.1 million in cash to the investment bank in the fourth quarter of 2004, which was recorded as an additional

]
cost to purchase treasury stock. Upon settlement of the forward contract, the investment bank had acquired

10 million shares at an average price of $20.33 per share.
| '

Pursiant to the conditions in EITF lssue No 00-19, “Accounting for Derivative Financial Instruments
Indexed to, and Potentrally Settled In, a Company’s Own Stock,” the forward contract qualified for equity-
classification and the fair value of the forward contract was recorded in equity, which was zero at the
contract’s mcepuon Subsequent changes in the fair value of the forward contract were not recorded until |
settlement of the cdntract at which time the purchase price adjustment was recorded in equity as an addtttonal
cost to purchase treiasury stock.

. I

1 .

15. Share-Based Compensation and Warrants l
[ . o .

Our 2000 Stock Incentive Plan (the “2000 Plan™), originally approved by shareholders in fiscal year 2000,
provides for grantirlg incentive stock options, nonqualified stock options, related stock appreciation rights -
(“SARs™), restnctecl stock awards, performance awards or any combination of the foregoing. These awards
have various vesttng provisions. All awards vest: immediately upon a change in control as defined by the 2000
Plan, with settlement of those awards in cash.,

|
Generally, outétanding nonqualified stock options are exercisable during a ten-year period beginning one .

to three years afterlthe date of grant. The exercise price of all options is equal to the fair market value on the
date of grant. We generally use shares from treasury to satisfy option exercises. There are -no outstanding stock
appreciation rrghts under the 2000 Plan at the end of fiscal year 2006.

Restricted stock awards are granted to key members of our U.S, and Caribbean management teams and
members of our Boiard of Directors under the 2000 Plan. Beginning with shares granted in fiscal year 2004,
restricted .stock awards granted to employees vest in their entirety on the third anniversary of the award.
Restricted stock awards granted to employees before 2004 vest ratably on an annual basis over a three-year
period. Employeés must complete the requisite service period in order for their awards to vest. Restricted -
stock awards granted to directors vest 1mmedtately upon grant. Pursuant to the termss of such awards, dtrectors
may not sell such sitock while they serve on the Board of Directors. Dividends are paid to the holders of
restricted ‘stock awards either at the dividend payment date or upon vesting, depending on the terms of the
restricted ‘'stock award We generally use shares from treasury to satisfy restricted stock award vesting, We
measure the fair value of restricted stock based upon the market price of the underlying common stock at the )

date of grant | P
l
Restricted stock units are granted to key members of our Central Europe: management team. The restncted
stock units are payable to these employees in cash upon vesting at the prevailing market value of
PepsiAmericas common stock plus accrued dividends. Restricted stock units vest after three years, equal to the
employees’ requnsrte service period. We measure the fair value of the restricted stock unit award liability based
upon the market price of the underlymg common stock at the date of grant and each subsequent reporting
date. : ‘ :
. . ! +
Under the 2000 Plan, 14 million shares were originally reserved for share-based awards. As of the end of
the fiscal 'year 2006 there were 5,048,267 shares available for future grants.
| , i F-32
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Our Stock Incentive Plan (the 1982 Plan™), originally establlshed and approved by the shareholders in
1982, has been subsequently amended from time to time, most recently in 1999 when the shareholders
approved an allocation of additional.shares to this plan. The types of awards and terms of the 1982 Plan are
similar to the 2000 Plan. There aré no outstandmg stock apprec1at10n rights under the 1982 Plan as of fiscal

. year end 2006. : . :

_ Effectwe January I, 2006 we adopted the prov151ons of SFAS No. 123(R), “Share-Based Payment”. We
used the modified prospective method of adoption as provided by SFAS No. 123(R). Accordmgly, financial

" statement amounts for the prior periods presented in this Annual Report on Form 10-K have not been restated.

Changes in options outstanding are summarized as follows:
e ’ - Options Outstanding

. - ; Range of | .. Weighted-Average
Optlons ' " ‘ ‘ - ) Sharesr Exercise Prices’” Exercise Price
Balance, fiscal year end 2003 ... .. ... .. .. e 14,144349  9.84 -'22.66 15.34
Granted . ...........; e e e e 1,466,900  14.04 - 18.92 18.92
Exercised . . ............... e e .t (4576909)  9.84-1892° 13.99
Forfeited ... ........ e e e ~ (133,467 11‘.9‘7 -22.63 13.01
Balance, fiscal yearend 2004 . . ... ... .. ... ....... .., 10,900,873 10.81 - 22.66 16.36
Exercised . e R (3,8212,314) 10.81 - 22.66 1598
Forfeited .......... e e o 117,064y 1197 - 1892 T 16.87
Balance, fiscal year end 2005 ... - 6,941,495 10.81 -22.63 16.57 =,
Exercised . ................... e . (1, 677 651)  10.81-22.63 - 14.84 -
"Forfeited ... ... ... . L : (20 558) 12.01 - 22.63 17.76
Balance, t'scal ‘year end 2006 . ..:... .. e - 5 243 286 1081 - 22 63 - 17 11

"The Black—Scholes model was used to estlmate the grant date farr values of opnons There were no
options granted during fiscal years 2006 and 2005, We recorded $2.4 mllllon ($1.5 mllllon net of. tax) of
compensation expense related to opttons in “Sellmg, delwery and administrative expenses” in the Consolidated
Statement of Income for fiscal'year 2006 related to the fiscal year 2004 option grant. The total intrinsic value
of options exercised during fiscal years 2006 and 2005 were-$14.0 million and $27.1 million; respeetlvely The
total intrinsic value of fully vested options and options expected to vest as of the end of fiscal year 2006 was
$21.6 million.

The followmg table summarizes- ll'lf()rl'[‘latl(]l‘l regardmg stock optlons outstandlng and exerc1sable -at the

end of fiscal: year 2006 o b : e
' Options-Outsta'nding ) B S Opuons Exercrsable
. Weighted-Average Weighted- ' Weighted-
Range of . Options * - Remaining Life Average Options Average .
Exercise Prices Qutstanding (in years) Exercise Price Exercisable Exercise Price
$10.81 - $12.75 1,721,448 4.9 $12.30 + 1,721,448 $12.30
14.37 - 18.06 997,194 2.5 ~15.78 997,1_94 15.78
18.48 - 22.63 2,524,644 4.0 20.93 ' 2,107,221 21.32
Total Options - 5,243,286 4.0 17.11 4,825,863 16.96
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N . ' .
Changes in nonvested restricted stock awards are summarized as follows:

Weighted-Average
Range of Grant-Date Grant-Date Fair

Nonvestcd Shares o Shares Fair Value Value
—_— . _

Nonvested at lhe beginning of fiscal year 2006. . 1,645,292  $12.01 - $24.83 $19.15
Granted ....L................... L o08T 24.31 24.31
Vested . ... L Lo (405,026) 12.01 - 24.31 12.54
Forfeited. . . B R " . (70,512) 18.92 - 24 31 22718
Nonvested at the end of fiscal year 2006'. i .o 2,140,631 18.92 - 24.83 2262

The weighted-average fair value (at the date of grant) for restricted stock awards granted in fiscal years
2006, 2005 and 2004 was $24.31, $22.55, and $18.92, respectively. We recognized compensation expense. of
$14.5 million ($9 11 million net of tax), $10.2 mllhon ($6.5 million net of tax), and $8.2 million ($5.3 million
net of tax) in ﬁﬁcal years 2006, 2005 and 2004, respectlvely, related to restricted stock award grants. In
addition, we recogmzed an acceleration of vesting of certain restricted stock awards of $2.0 million related to
our U.S. strategic rtltallgnment This amount is récorded in “Special charges, net” in fiscal year 2006 in thé
Consolidated Statement of Income. The fair value of restricted stock awards that vested during fiscal years
2006, 2005 and 20(})4 was $9.3 million, $12.0 million and $3.1 million, respectively. g

In ﬂscal year 2006, we granted 72,900 restricted stock units at a weighted average fair value of $24.31 on
the date of grant to key members of management. In fiscal year 2005, we granted 78,440 restricted stock units
at a welghted average fair value of $22.52 on the date of grant. We recognized compensation expense of
$1.0 million and $0.6 million in fiscal years 2006 and 2005, respectively, related to restricted stock unit grants.
There are Curremly! 144,090 restricted stock units outstanding at the end of fiscal year 2006, and no restricted
stock units vested during fiscal years 2006 or-2005.

Upon the adopllon of SFAS No. 123(R), cash retained as a result of excess tax benefits relating to stock-
based compensanon is presented in cash flows from financing activities on the Consolidated Statement of Cash
Flows. Prevmusly, cash retained as a result of excess tax benefits was presented in cash flows from opcratmg
activities. Tax beneﬁts resulting from stock- based compensation deductions in excess of amounts reported for
financial reportmg purposes were $6.8 million durmg fiscal year 2006.

At the end of !ﬁscal year 2006, there was $2l 7 million of total unrecognized compensation cost, net ({)f
estlmated forfeltures of $2.3 million, related to nonvested stock-based compensation arrangements. This )
compcnsdllon cost’ is expected to be recogniZed over the next 1.8 years. :

In periods prior to the adoption of SFAS.NIO. 123(R), we used the intrinsic value method of accounting
for our sl.ock-baséd’ compensation under Accounting Principles Board (“APB”) Opinion No. 25, “Accounting
for Stock Issued to|Employees.” No stock-based employee compensation cost for options was reflected in net
income, as all oplticl)ns granted had an exercise price equal to the market value of the underlying commeon stock
on the date of grant. Compensation expense for restricted stock awards and restricted stock units was reflected
in net income, and |this expense was recognized Tatably over the awards’ vesting period. The following table
illustrates the effect on net income and earnings per share had compensation expense been recognized based
upon the estimated, fair value on the grant date of the awards in accordance with SFAS No. 123, “Accounting

s
—
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for Stock-Based Compensation,” as amended by SFAS No: 148 “Accountmg for Stock-Based Compensatmn

Transition and Dlsclosure {in millions, except per share data): N
005 2004

Net INCOMme, 88 FEPOTIE . . . . o v vttt e e e e e e e e e e e 51947 $181.9
Add: Total stock-based compensation expense included in net income as '
.reported, net of tax . . .. .. e e e e e 6.8 “ 5.1
Deduct: Total stock-based compensation'expense determined under fair value
based method for all options and restricted stock, net of tax’. . . ............ {9.3) &
Pro forma net inCOTNE . . . o ..t ittt e e e e e $192.2 51783
’ Earningé per share: ‘ -
Basic:  Asreported .. ... .. ... $145 § 131
Proforma ....... ... . i e 3143 $1.28
- Diluted: Asreported. . ... ... ... e $142 §$1.28
Proforma ............. e $140 § 126

The Black-Scholes model and the assumptions presented in the following table were used to estimate the
fair values of the optlons granted. The weighted-average estimated fair values at the dates of grant of options
in fiscal year 2004 was $4.66. Only restricted shares and restricted stock units were 1ssued under the 2000
Plan during fiscal years 2006 and 2005. The above pro forma compensation cost measured for options and
restricted stock awards is recognized ratably over the vesting period, which is typically three years.

* 2004 -
Risk-free interest rate. . . ... P DU C3.1%
Expected- dividend yield. . .. ... ... ... e oo 1.6%
Expected volatility . . . .. ..o ot e e 27.0%
Estimated lives of options (in years). . .. ... .. .. it e 50

In connection with the merger with the former PepsrAmerlcas we converted 1ormer PepslAmencas

warrants into warrants to acquire shares of our stock. The warrants were exercisable originally by Dakota’

Holdings, LLC, PepsiCo and V. Suarez & Co., Inc. for the purchase of 311,470, 65,658, and 94,282 shares,
respectively, of our common stock at $24.79 per share, anytime until January 17, 2006. None of these

warrants were exercised by the expiration date.

16. Shareholder nghts Plan and Preferred Stock

On May 20, 1999, we adopted a Shareholder Rights Ptan and declared a dwrdend of one preferred share
purchase right {a “Right”} for each outstanding share of our common stock; par value $0.01 per share. The
dividend was paid on June-11, 1999 to the shareholders of record on that date. Each Right entitles the
registered holder to purchase from us one one-hundredth of a share of our Series A Junior Participating
Preferred Stock, par value; $0.01 per share, at a price of $61.25 per one one- hundredth of a share of such
Preferred Stock, subject to adjustmcm The Rrghls will become exercrsable if someone buys 15 percent or
more of our common stock or following the commencement of, or announcement of an intention to .
‘commence, a tender or exchange offer to acquire 15 percent or more of our common stock. In dddmon if
someone buys 15 .percent or more of our common stock, each right will entitle its holder (other than that

“buyer) to purchase, at the Right’s $61.25 purchase price, a number of shares of our common stock having a
market value of twice the Right’s $61.25 exercise price. If we are acquired in a merger, each Right will entitle
its holder to purchase, at the Right’s $61.235 purchase price, a number of. the acquiring company’s common
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shares having a markel value at the time of twice the Right’s exercise price. The plan was subsequently -
amended on August 18, 2000 in connection wrthl the merger agreement with the former PepsrAmerlcas The
amendment to the nghts agreement provides that .

+ None of Pohlad Companies, any affiliate of Pohlad Companies, Robert C. Pohlad, affiliates of Robert
C. Pohlad or the former PepsiAmericas. will be deemed an “Acquiring Person” (as defined in the nghts
agreement) solely by virtue of (1) the consummation of the transactions contemplated by the. merger
agreement l(2) the acquisition by Dakota Holdings, LLC of shares of our common stock in connection
with the merger, or (3) the acquisition of shares of our common stock permitted by the Pohlad
shareholder agreement

_» Dakota Holdings LLC will not be deerrred an “Acquiring Person” {as defined in the rights agreement)
so long as it is owned solely by Robert C. Pohlad, affiliates of Robert C. Pohlad, PepsiCo and/or
affiliates of PepsiCo; and : o .

* A “Distribution Date” (as defined in the rights agreement) will not occur solely by reason of the
execution, dellvery and performance of the merger agreement or the consummation of any of the
transactlons contemplated by such merger .agreement.

Prior to the alcqmsmon of 15 percent or more of our stock, the Rights can be redeemed by the Board of
Directors for one cem per Right. Qur Board of DlreClOl‘S also is authorized to reduce the threshold to
10 percent. The nghts will expire on May 20, 2009. The Rights do not have voting or dividend rights, and
until they become e)'cerasable they have no dilutive effect on our per-share earnmgs

We have 12.5 million authorized shares of Preferred Stock. There is no Preferred Stock lssued or i

outstandmg : to

17. Supp;lemental’Cash Flow Information I

Net cash provrdled by operating activities reﬂected cash payments and receipts for interest and income
taxes as follows (m millions):

2006 2005 2004 .

|
. l I ,
Interest paid . R L EEET TR PR e $105.7 $ 913 3597
Interest received . . ... ... .. e e 39 37 1.4
INCOME 1AXES PAIT. -+ + « v v e e e e e e e 8§77 1025 786,
Income tax refulnds .................. e R 0.1 13.6 6.0 1

18. Environmenta? and Other Commitmen$ ond Contingencies

Current Oper_ari'ons. We maintain compliance with federal, state and local laws and regulations relating
10 materials used in f)roduction and to the disch:arge or emission of wastes, and other laws and regulations
relating to the prot’ec‘tion of the environment. The!capital costs of such management and compliance, including
the modrﬁcatlon of exlstmg plants and the installation of new manufacturing processes, are not material to our
continuing operauons . ‘ '

We are defendarlrts in lawsuits that arise in the ordinary course of business, none of which is expected to
have a material adverse effect on our financial condition, although amounts recorded in any given period could
be rnatenall to the results of operations or cash flows for that period. g

e I : .

- We participate ina number of trustee-managed multi-employer pension and health and welfare plans for
employees covered under collective bargaining agreements. Several factors, including unfavorable investment
performance, change:‘; in demographics and increased benefits to participants could result in potential fundmg
defi c:encres, whrch could cause us to make hlgher future contributions to these plans.

| _ .
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* . required at a facility that manufactured hydraulic and related equipment in Willits, California. Various

PEPSIAMERICAS, INC,

Notes to. Consolidated Financial-Stater_nents — (Continued)

- Discontinued Operations — Remediation. Under the agreement pursuant to which we'sold our subsid-
iaries, Abex Corporation and Pneumo Abex Corporation (collectively, “Pneumo Abex™}, in 1988 and 2
subsequent settlement agreement entered'into in September 1991, we have assumed indemnification obliga-
tions for certain enwronmental liabilities of Pneumo Abex, after any insurance recoveries. Pneumo Abex has
- been and is subject to a number of environmental cleanup proceedmgs including responsibilities under. the
Comprehensive Environmental Response, Compensation and Liability Act and other related federal and state
laws regarding release or dlsposal of wastes at on-site and off-site locatlons In some proceedings, federal,
state and local government agenc1es are involved and other major corporations have been named as potentially
responsible parties. Pneumo Abex is also subject to private claims and lawsuits for remediation of properties

; previously owned by Pneumo Abex and its subsidiaries. -

There is an mherem uncertzunly in assessmg the total cost to investigate and remediate a given site. This
" is because of the evolvmg and va.rymg nature of the remediation and allocation process. Any assessment of
expenses is'more speculative in an early stage of remiediation and is dependent upon a number of variables
bcyond the control of any party. Furthermore, theré are often timing considerations, in that a portion of the
- expense incuired by Pneumo® Abex, and any resulting obllgatlon of ours to 1ndemmfy ‘Pneumo Abex, may not’
occur for a number of years. Lot

In ﬁscal year 2001, we mvcsngated the use of insurance products to mitigate risks related to our
indemnification obligations under the 1988 agreement as amended. The insurance carriers required that we
employ an outside consultant to perform a comprehensive réview of the former facilities operated or impacted
by Pneumo Abex. Advances in the techniques of retrospective risk evaluation and increased experience (and .
‘therefore available data)-at our former facilities made this compreliensive review p0551ble The consultant’s
review was completed in fiscal year 2001 and was updated in the fourth quarter of fiscal year 2005. We have:
recorded our best estimate of our probable liability under-our indemnification obligations usmg this +- '
consultant’s review and the assistance of other professionals. '

At the end of fiscal year 20Q6, we had $60.3 million accr_hed to cover potential indemnification
obligations, compared to $87.5 million recorded at the end of fiscal year 2005. The decrease was primarily
due to' payments made during the year for remediation activities, legal and administrative fees and settlement -

. costs.:This indemnification obligation includes costs associated ‘with-approximately 20 sites in various stages '

‘of remediation. At the present time, the most significant remaining indémnification obligation is associated
with the Willits site, as discussed below, while no other single site has signiﬁcant estimated Temaining costs

. associated with it.”Of the total amount accrued, $26.2 million was classified as a current hablhty at the end of
‘fiscal year 2006 and $30.5 million at the end of fiscal year 2005 The amounts exclude possible i insurance
recoveries and are determined on an undiscounted cash flow: ba51s Thé estimated indemnification liabilities
-include expenses for the investigation and remediation of 1dent1ﬁed sites, payments to third parties for claims
" and expenses (including product liability and toxic tort claims), ‘administrative expenses, and the expenses of
on- going evaluations.and- litigation. We expect a significant’ pomon of the accrued liabilities will be disbursed
dunng the next 5 years B o - .

Included 'in our 1ndemmﬁcat10n obllgauons is financial exposure related to certain remedial actions

chemicals and metals contaminate this site. In August 1997, a final consent decree was issued in the case of

. the People of the State of California and the City of Willits, California v. Remco Hydraulics, Inc. This final

- consent decree was amended in December 2000 and established a trust which is obligated to investigate and ’

clean up this site. We:are currently funding the investigation and interim remediation costs on a year-to-year
_basis according to the final consent decree. We have accrued $22.8 million for future remediation and trust
administration costs, with the majority of this amount to be spent over the next several years.

o

- We continue to"have environmental exposure related to the remedial action required at a facility in
Portsmouth, Virginia (consisting principally of soil treatment and removal) for which we have an indemnity
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obligation to Pneumo Abex. This is a Superfund site, which the United States Environmental Protection Agency
required Pneumo Abex to remediate. Since inception of the remediation, we made indemnity payments of
approximately $43. ? million (excluding $3.1 million of recoveries from other responsible parties) for remediation
of the Portsmouth sne through fiscal year 2006. We have accrued and expect to incur an estimated $1.1 million
to complcte the remediation and for admmlstrauon and legal defense costs over the next several years.

Through the e'nd of fiscal year 2004, we had accrued approximately $18.2 million related to several
investigations regarding on-site and off-site disposal of wastes generated at a facility in Mahwah, New Jersey.
In fiscal year 2005. a significant portion of our liability was settled and remaining obligations are not deemed
to be significant. '

Although we have certain indemnification obligations for environmental liabilities at a number of 51tes
other than the snes discussed above, including Superfund sites, it is not anticipated that additional expense at
any specific site will have a material effect on us. At some sites, the volumetric contribution for which we
have an obligation has been estimated and other large, financially viable parties are responsible for substantial
portions of the remamder In our opinion, based upon information currently available, the ultimate resotution
of these claims and litigation, including potential environmental exposures, and considering amounts already
accrued, should not have a material effect on our financial condition, although amounts recorded in a given
period could be material to our results of operations or cash flows for that period,

+

Discontinued pperations — Insurance. During fiscal year 2002, as part of a comprehensive program
concerning environmenta!l liabilities related to the former Whitman Corporation subsidiaries, we purchased
new insurance coverage related to the sites previously owned and operated or impacted by Pneumo Abex and
its subsidiaries, In addluon a trust, which was established in 2000 with the proceeds from an insurance '
settlement (the “Trust”) purchased insurance coverage and funded coverage for remedial and other costs
(“Finite Funding™) frclated to the sites previously owned and operated or impacted by Pneumo Abex and its
subsidiaries. i '

Essentially all|of the assets of the Trust were expended by the Trust in connection with the purchase of
the insurance coverage, the Finite Funding and related expenses. These actions have been taken to fund
remediation and re!ated costs associated with the sites previously owned and operated or impacted by Pneumo
Abex and its sub31d1aneq and to protect against additional future costs in excess of our self-insured retention,
The original amount of self-insured retention (the amount we must pay before the insurance carrier is ‘
obligated to begin payments) was $114.0 million of which $42.9 million has been eroded, leaving a remaining
self-insured retention of $71.1 million at the end of fiscal year 2006. The estimated range of aggrégate |
exposure related on’ly to the remediation costs of such environmental liabilities is approximately $30 million to
$50 million. We had accrued $31.5 million at'the end of fiscal year 2006 for remediation costs, which is our
best estimate of the contingent liabilities related to these environmental matters. The Finite Funding may be
used to pay a portlon of the $31.5 million and thus reduces our future cash obligations. Amounts recorded in
our Consolidated: Balance Sheets related to Finite Funding were $13.7 million and $19.6 million at the end of
fiscal years 2006 and 2005, respectively, and are recorded in “Other assets,” net of $4.2 million and
$5.4 mllhon recorded in “Other current assets, at the end of fiscal years 2006 and 2005, respectively.

In addmon we had recorded other receivables of $7.8 million and $11.4 million at the end of fiscal years
2006 and 20035, respecuvely, for future probable amounts to be received from insurance companies and other
responsible parties.| These amounts were recorded in “Other assets” in the Consolidated Balance Sheets as of
the end of each respective period. Of this total, no portion of the receivable was reflected as current at the end
of fiscal years 2006 or 2005. ‘ '

On May 31, 2005 Cooper Industries, LLC (**Cooper™} filed and later served a lawsuit against us, Pneumo
Abex, LLC, and the Trustee of the Trust {the “Trustee”), captioned Cooper Industries, LLC v. PepsiAmericas,
Inc., et al., Case No 05 CH 09214 (Cook Cty. Cir. Ct.). The claims involve the Trust and insurance policy
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déscribed above. Cooper .asserts that it was entitled to access $34 million that: préviously wastin the Trust and |

. that was used.to purchase the insurance policy. Cooper claims that Trust fundsishould have been distributed .

for underlying Pneumo Abex asbestos claims indemnified by Cooper. Cooper complains that it was deprived
of access to money in-the Trust because of the Trustee’s decision to use the Trust funds to ‘purchase the

- insurance policy déscribed above. Pneumo Abex, LLC, the corporate successor to our prior subsrdlary, has
_been dismissed from the suit. ' i -

During the second quarter of 2006, the Trustee’s motion to dismiss, in whtch we had jomed was granted

. and three counts against-us based on the use of Trust funds were dismissed with prejudrce as were-all counts *

against the Trustee, on the grounds that Cooper lacks standing to pursue these counts because itis'nota
beneﬁc1ary under the Trust. We then filed a separate motion to dismiss the remaining counts against us. Our
motion was granted during the third quarter of 2006 and all remaining counts against us were diSmissed with
prejudrce Cooper subsequently filed a notice of appeal with regard to all rulings by the court dismissing the
counts. against us and the Trustee. Bnef ing of Cooper’s appeal is expected to take place during the ﬁrst half of
fiscal year 2007.- ; . . . S

Disco'ntinued Operations — Product I:iability and Toxic-Tort Claims. We also have certain lndemniﬁ-

_‘catlon obligations related to product llabrllty and toxic tort claims that might emanate out of the 1988
I agreement with Pneumo Abex. Other companles not owned by or associated with us also are responsrble 1o
‘Pneumo Abex for the, financial burden of all asbestos product l1abll|ty clmms flled dgamst Pneumo Abex after

a certam date in 1998 except for certam clalms mdemmﬁed by us.

L ]

In fiscal year. 2004 we" noted that three mass ﬁled lawsurts accounted for thousands of. clalms for which

Pneumo Abex claimed indemnification. During the last quarter of fiscal.; year 2005, these and other related

claims were resolved for an amount we viewed as reasonable given “all. of the circumstances and consistent
with our prior, Judgments as to valuation. We have, received year-end 2006 claim statistics from law firms-and
Pneumo Abex whrch reflect the resolutlon of those claims and the remaining cases for which Pneumo Abex
claims indemnification from PepsrAmertcas After giving ¢ effect to the noted resolution of pnor mass-filed '
claims, at the end of fiscal year 2006, there are less than 7, 500 clalms for which indemnification is claimed.
Of these claims, approximately 3, 200 are filed in federal court and are -subject to orders issued by the Multi-

_ District Litigation panel, which effectively stay all federal claims, subject to specific Tequests to activate a

particular claim or a discrete group of claims. The Temaining cases are in state court ‘and some are in “pleural
registries”. or other srmtlar classrﬁcanons that cause a Case not to be allowed to go to trial unless there is.a
specific showing. 2 astoa parttcular plamt1ff Over 50 ,percent of thé state court claims were filed prlor to or in,
1998. Prior to_ 1980, sales ceased for.the asbestos- contammg product clalmed to have génerated the largest
subset of the open cases, and, therefore, we expect a decreasing rate of individual claims for that subset of
cases.”Our employees and agents manage or monitor the defense of the nderlying claims that are' or may be
1ndemmf1able by us.: '

- PO -

At the end of fiscal years 2006 and 2005, we had accrued $5.5 million and $7.0 million, respectively,
related to- product liability. These accruals pnmanly relate to probable asbestos claim settlements and legal
defense costs. We also have additional. amounts accrued for legal and other costs associated with.obtaining
insurance recovenes for prev1ously resolved and currently open claims and their related costs. These amounts
are included in the total liabilities of $60.3 million accrued at the end of fiscal year 2006. In addition to the

" known and probable asbestos claims, we may be-subject to, addmonal asbestos claims that are possible for

which no reserve had been estabhshed at the end of ﬁScal year 2006. These additional reasonably possible -
¢laims are pnmanly asbestos related and the’ aggregate exposure related to these possible claims is estimated .
10 be in the range of $6 million to $17 million. Thesé amounts are undiscounted and do not reﬂect any
insurance recovertes that we will pursue | from insurers for these claims.

In addition, three lawsuits have been filed in California, which name several defendants mcludmg certain
of our prior subsidiaries. The lawsuits allege that we and our former subsidiaries are liable- for personal.injury .
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‘

andfor propeny.dﬂagc resulting from environmental contamination at the Willits facility. There are approx-
imately 150 personzlxl injury plaintiffs in the tawsuits seeking an unspecified amount of damages, punitive
damages; m_|unc11ve relief and medical monitoring damages. We are actively defending the lawsuits. Al this
time, we do not belleve these lawsuits are material to our business or financial condition.

| .

We have other:indemnification obligalions related to product liability matters. In our opinion, based on

the information currently available and the amounts already accrued, these claims should not have a material
effect on our ﬁnanc:ia] condition,

|

1
We also participate in and monitor insurance-recovery efforts for the claims against Pneumo Abex.
Recoveries from insurers vary year by year because certain insurance policies exhaust and other insurance
policies become responsive. Recoveries also vary due to delays in litigation, limits on payments in particular
periods, and because insurers sometimes seek to.avoid their obligations based on positions that we believe are
improper. We, assisted by our consultants, monitor the financial ratings of insurers that issued responsive
coverage and the cl;lims submitted by Pneumo Abex.

Advertising commitments and exclusivity rights. We have entered into various long-term agreements
with our customers m which we pay the customers for the exclusive right to sell our products in certain
venues. We have also committed to pay certain customers for advertising and marketing programs in various
long-term contracts' These agreements typically range from one to ten years. As of fiscal year end 2006, we
have committed approxmately $82.2 million related to such programs and advertising commitments.

. I

Purchase obligations. In addition, PepsiCo has entered into various raw material contracts on our behalf
pursuant o a shared; services agreement in which PepsiCo provides procurement services to us. Certain raw
material contracts obligate us to purchase minimum volumes. As of the end of fiscal year 2006, we had total
purchase bbligation'§ of $52.2 million related to such raw material contracts. "

19. Segment Repbrting

We operate in one induétry located in three 'geographic areas — U.S., Central Europe and the Caribbean,
We operate in 19 states in the U.S. Outside the U.S., we operate in Poland, Hungary, the Czech Republic, -
Republic of Slovaklia Romania, Puerto Rico, Jamaica, the Bahamas, and Trinidad and Tobago. We have
distribution rights in Moldova, Estonia, Latvia, [:nhuama and Barbados. Net sales and operating income for
QABCL since the date of consolidation are included in the Central Europe geographic segment.

Operating inco'me is exclusive of net interest expense, other miscellaneous income and expense items,
and income taxes. Operatmg income is inclusive of net special charges of $13.7 million, $2.5 million and .
$3.9 million in fi scal years 2006, 2005 and 2004 respectively (see Note 6 for further discussion). :

In fiscal year 2|005. U.S. operating income was impacted by a gain of $16.6 million from the settlement
of a class action lawsuit (see Note 5 for further discussion), Also impacting U.S. operating income was
$1.4 million of expense recorded for the early termination of a real estate lease and $6.1 million of expenses
for the remaining lease obligations related to the relocation of our corporate headquarters in Chicago.

. i

Non-operating assets are principally cash and cash equivalents, investments, property and miscellaneous
other assets as of fiscal year end 2006 and 2005, respectively. Long-lived assets represent net property,
investments, net intfz:mgible assets and other miscellaneous assets.

i
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Selected ﬁnancral information related to our geographic segments is shown below (in millions):

+

20. Related. Party Transactions

Transactions with PepsrCo

Net Sales Operating Income .
_ 2006 2005 2004 2006 2005 . 2004
US. ..., e e $3,245.8  $3,156.1° $2,825.8  $330.1 $387.7 §3323
Central Europe .................. - 484.1 3435 3094 20.9 1.5 2.0
Canibbean . .. .. .vueeee e 2425 2264 209.5 5.0 4.2 5.4
Total. . ..oe $39724 $37260° $3,3447¢ 3560 3934 339.7
Interest expense, met .. .......... ...l ' 1013 89.9 62.1
Other (expense) meorne, net .c...... ... (1L.5) (4.9) 4.8
[ncome before income taxes and equ1ty in
“net earmngs (loss) of nonconsohdated _
companies. .. ... ... o0 oo $2432 $298.6  $2824
Capitnl‘ Deprecialion' B
Investments and Amortization
2006 2005 2004 2006 2005 2004
UsS. $1296 $1429 $ 934 SISLE $1465 $1379
Central EUFODE . . ... ooee oo oe e 249 19.4 148 278 25.1 25.6
Caribbean . . . . .. e e e e . 148 18.0 13.6 11.6 10.8 10.5
Total operatmg ........................ $169.3 $180.3 $121.8 191.2 182.4 174.0
Non operatmg..............l ............. 2.2 23 2.4
Total - $193.4 - $i84.7 $1764
Assets Long:Lived Assets °
7 * 2006 2005 2006 2005 -
U8 et $3,3474 $3370.3  $3003.5 . 29512
Central BUTOPE . . . .. ... 527.7 346.0 327.5 231.8
Carilbbean...‘..'...................., ....... 2159 199.5 133.6 132.6
" Total operating ... ........oinieoan. e 40910 39158 34646 33156
Non: operatlng...- ......... 1164 138.0 11.1: 38.6
' $4,207.4 $4,053.8° T'$34757  $3,354.2

. PepsiCo is considered a ‘related party due to the nature of our franchlse relauonshrp and Pep51Co s |
ownershrp mterest 1n us. As of fiscal year end 2006, PepsiCo beneﬁmally owned approx1mately 44 percent of
Pep51Amencas outstandmg common' stock. During fiscal year 2006, approxrmately 90 percent of our total net 3
sales.were derived from the sale of PepsiCo products. We have entered into transactions and, agreements with-
PepsiCo from tlme to time, and we expect to enter into additional transaetlons ,and agreements with PepsrCo
in the future Materlal agreements and transactions between our company and Pep51Co are descnbed below.

Pep51 franchise agreements are issued in perpetuity, with the exception of QABCL; subject to termination
only upon failure to comply with their terms. Termination of these agreements can occur as a result of any of
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3 Notes to Consolidated Financial Statements — (Continued)

the following: our bankruptcy or insolvency; change of control of greater than 15 percent of any class of our
voting seclrities; untrmely payments for concentrate purchases; quality control failure; or failure to carry out
the approved business plan communicated to Pep51Co :
Bottlmg Agreements and Purchases of Concentrate and Finished Product. 'We purchase concentrates
from PepsiCo and n"tanufacture package, distribute and sell carbonated and non-carbonated beverages under
various bottling agréernents with PepsiCo. These agreements give us the right to manufacture, package, sell
and distribute beverage products of PepsiCo in both bottles and cans and fountain syrup in specified territories.
These agreements-include a Master Bottling Agreement and a Master Fountain Syrup Agreement for beverages .
bearing the “Pepsl -Cola” and * ‘Pepsi” trademarks, including Diet Pepsi in the United States. The agreements
also include bott]mgi and distribution agreements for non-cola products in the United States, and international
bottling agreements for countries outside the United States. These agreements provide PepsiCo with the ability
to set prices of concentrates, as well as the terms of payment and other terms and conditions under which we
purchase such concentrates. Concentrate purchases from PepsiCo included in cost of goods sold totaled
$829.8 million, $763.2 million and $687.9 million for the fiscal years 2006, 2005 and 2004, respectively. In
addition, we bottle water under the “Aquafina” wademark pursuant to an agreement with PepsiCo that prowdes
for payment of a royalty fee to PepsiCo, which totaled $50.2 million, $36.9 million and $29.6 million for the
fiscal years 2006, 2905 and 2004, respectively, and was included in cost of goods sold. We also purchase
finished beverage products from PepsiCo and certam of its affiliates, including tea, concentrate and ﬁnlshed
beverage products,fr!om a Pepsi/Lipton partnershlp, as well as finished beverage products from a PepsiCo/
Starbucks partners.hi:p. Such purchases are reflécted in cost of goods sold and totaled $182.5 million, i
$152.6 million and $97.2 million for the fiscal yeéars 2006, 2005 and 2004, respectively. '

Bottler Incen'titi:es and Other Support Arrangements. 'We share a business objective with PepsiCo of
increasing ‘availability and consumption of PepsiCo beverages. Accordingly, PepsiCo provides us with various
forms of bottler incentives to promote their brands. The level of this support is negotiated regularly and can be
increased or decreasled at the discretion of PepsiCo. The bottler incentives cover a variety of initiatives,
including direct marketplace shared media and advertising support, to support volume and market share
growth, Worldwide bottler incentives from Pep51Co totaled approximately $226.8 million, $203.3 million, and
$179.4 million for the fiscal years ended 2006, 2005 and 2004. There are no conditions or requirements that
could result in the repayment of any support paymeats received by us. .

! o) '

In accordance with EITF Issue No. 02-16, “Accounting by a Customer (inicluding a Reseller) for Certain
Consideration Recerifed from a Vendor,” bottler incentives that are directly attributable to incremental expenses
incurred are reported as either an increase to net sales or a reduction to SD&A expenses, commensurate with
the recognltlon of, the related expense. Such bottler incentives include amounts received for direct support of
advertising commitments and exclusivity agreements with various customers. All other bottler incentives are
recognized as a reducnon of cost of goods sold when the related products are sold based on the agreements
with vendors. Such bottler incentives pnmanly include base level funding amounts which are fixed based on
the previous year’s volume and variable amounts that are reflective of the current year's volume performance

f H

Based on mformanon received from PepsiCo, PepsiCo provided indirect marketing support to our
marketplace, which con:-usted primarily of media expenses. This indirect support is not reflected or 1ncluded in
our Consolidated Fmanmal Statements, as thesé amoums were paid by PepsiCo on our behalf to third pames

Manufacturing iand National Account Sei'vices We provide manufacturing services to PepsiCo in
connection with the productlon of certain flmshed beverage products, and also provide certain manufacturing,
delivery and equtprnent maintenance services to PepsiCo’s national account customers. Net amounts paid or
payable by PepsiCo.to us for these services were $19.3 million, $17.2 million, and $17.5 million for fiscal |
years 2006 2005 and 2004, respectively.

; { - Fa2
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Notes to Consolidated Financial Statements — (Continued) ) .

tr

' Other Transactions. PepsiCo provides procurement services to us pursuant to a shared services
agreement. Under such agreement, PepsiCo acts as our agent and negotiates with various suppl:ers the cost of EER
certain raw materials by entering into raw material contracts on our behalf. The raw material ‘contracts obligate :
us to purchase certain mininium volumes. PepsiCo also collects-and remits to us certain rebates from the
various suppliers related to.our procurement volume. In addition, PepuCo executes certain- derw.mve contracts
on our behalf and in accordance with our hedging strategies. In fiscal years 2006, 2005 and 2004 we paid
$3.9 million, $3.4 million, and $3.5 million, respectively, to PepsiCo for such services. '

During fiscal year 2002, we paid $3.3 million to PepsiCo for the SoBe distribution rights, of which -
approximately $0.2 million of amortization expense is mcluded in SD&A expenses for the fiscal years 2006,

2005, and 2004, respectively.

Net amounts pald to PepsiCo and.its affiliates for sndck food products. recorded in, cost of goods ‘;old
were $12.5 million, $11.4 million and $0.2 million in fiscal years 2006, 2005 and 2004 rcspecuvely

Dunng fiscal year 2005, we recewed payment of $2.1 million related to the settlernent of the fructose
lawsuit for the former Heartland territories, which we acqulred in 1999. The payment was ofiginally made to
PepsiCo out of the settlement trust, and then the funds were remitted to us by Pepsto The amount is
included in “Fructose settlemenl income™ on the Consolldaled Statemem of Income.

At the end of fiscal, yearb 2006, 2005, and 2004, net dmounts due from Pemeo related 1o lhe above
transactions amounted to $6.8 million, $8.9 million, and $12.6 million, respecuvely

In summary, the Consolidated Statements of Income include the following income and (expense)

transactions with PepsiCo (in millions): I
' 2006 2005 2004
Net sales: PR ) o o ;
BOter INCEMIVES . « . v vt o v et e e e e e $ 306 $ 329 § 263
Manufacturing and national account services ................ 193 1 172 17.5

$ 499 § 501 § 438

Cost of goods sold:

Purchases of concentrate . ........... ... ... " $(829.8y $(763.2) $(687.9)
Purchases of ﬁﬁ_ished beveraée products . . .......... L. {182.5) (152.6) (97.2)
Purchases of finished snack food products . ......... ... .. '(]2.5) T(11.4) C0.2)
Bottler incentives. . . ... ... e 1823 ' 1564 134.2
Aquafinaroyalty fee .......... ... . ... ... .. ... . (50.2) (36.9) (29.6)
Procurement Services . ........ e e 3.9 (3.4) (3.5

$(896.6) $(811.1) $(684.2)

Selling, delivery and administrative expenses: ‘
Bottler iNCeNtiVeS. . . .\ oo e e e $ 139 $ 140 $ 189

Purchases of advertising materials . ................... e " (1.8) {2.1) (1.7
$ 121 $ 119 $ 172

Transactions with Bottlers in Which PepsiCo Holds an Equity Interest. We sell finished beverage .
products to other bottlers, including The Pepsi Bottling Group, Inc. and Pepsi Botiling Ventures LLC, in which o -
PepsiCo owns an equity interest. These sales occur in instances where the proximity of our production -
facilities to the other bottlers’ markets or lack of manufacturing capability, as well as other economic
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conmderatrons rnake it more efficient or desirable for the other bottlers to buy finished product from us. Oir
sales to other- bottlers including those in which PepsrCo owns an equity interest, were approximately J
$170.1 million, $128 8 million, and $84.8 mrlhon in fiscal years 2006, 2005, and 2004, respectively. Our |

purchases from such other bottlers were $2.0 mrlhon $0.2 million, and $0.2 million in fiscal years 2006,
2005, and 2004 respectrve]y . s '

Vg ' !

I
Agreements and Relatlonshlps with Dakota Holdlngs, LLC, Starquest Securltres, LLC and Mr. Pohlad

Under the terims of the PepsiAmericas Merger Agreement, Dakota Holdings, LLC (*Dakota”), a Delaware
limited llabrllty co'mpany whose members at the time of the PepsiAmericas mérger included PepsiCo and .
Pohlad Companies, became the owner of 14,562, 970 shares of our common stock, including 3717, 128 shares
purchasable pursuant to the exercise of a warrant' In November 2002, the members of Dakota entered into a
redemptlon agreenllerlrt pursuant to which the PepsrCo membership interests were redeemed in exchange forr ;
certain assets of Dakota As a result, Dakota became the owner of 12,027,557 shares of our common stock,
including 311 470 shares purchasable pursuant to the exercise of a warrant. In June 2003, Dakota converted
from a Delaware hmlted liability company to a Minnesota limited liability company pursuant to an agreemeént
and plan of merger. ln January 2006, Starquest' Securmes LLC (“Starquest”), a Minnesota limited liability I
company, obtamed the shares of our common stock previously owned by Dakota, including the shares of i
common stock purchasable upon exercise of the above referenced warrant, pursuant to a contribution I,
agreement.’ Such v.lfarrant expired unexercised in January 2006, resulting in Starquest holding 11,716,087 shares
of our common stock. These shares are subject to a shareholder agreement w1th our company, |

Mr. Pohlad our|Chairman and Chief Executwe Ofﬁcer is the President and the owner of one-third of Ithe
caprtal stock of Pohlfrd Companies. Pohlad Compames is the controlling member of Dakota. Dakota is the ':
controllmg member of Starquest. Pohlad Compames may be deemed to have beneficial ownership of the . .
securities beneﬁt:lally owned by Dakota and Starqluest and Mr. Pohlad may be deemed to have beneficial |
ownership of the securmes beneficially owned by!Starquest, Dakota and Pohlad Companies. .

_ . i
Transactions with Pohlad Companies ' t |

In ﬁscal year 2002 we entered into an Aircraft Joint Ownership Agreement with Pohlad Companies. |
Pursuant to the Alrcrbft Joint Ownership Agreement we purchased a one-cighth interest in a Lear Jet aircraft
owned by Pohlad Compames In fiscal year 2005, ,we terminated this coniract and entered into a new Aircraft
Joint Ownership Agreement with Pohlad Compames for a one- erghth interest in a Challenger aircraft and paid
Pohlad Companies: approxrmately $1.7 million. SD&A expenses associated with the jet in fiscal years 2006,
2005, and 2004 were $0.2 million, $0.2 million arrd $0.1 million, respectively. ;
|
1.
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21. Accumulated Other Comp_réhensive Income (Loss)

The components of accumulated other comprehensive income (loss) are as follows:(in millions): . .

Foreign Unrealized Accumulaled
Currency Unrealized Gains . Pension "~ Other
Translation Gains (Losses) (Losses) on ; Llablhty Comprehenslve
Adjustment on Investments ~ Derivatives Adjustment . -‘Income (Loss) ©

As of fiscal year end 2003 ... ... .... $ (0.4) $(2.4) $24 " .$(29'.0,) 5294
Other comprehenswe income (loss). .. ... ~36.2. 15.2 12 .. (4.8) L _45_4 Vo
'. As of fiscal. ‘year ‘end 2004 .. ... [ 35.8 12.8 1.2 ' .('33.8)' o 2160
Other comprehensnve loss . . T (23.5) (8.7) (3.6) ‘:(5'3) . HCInV
'As of fiscal year end 2005 ... . .. .. 123 o 4.1 | (l2'.4) h(39 1)“ (25 l)
: Othcr comprchenswe income (loss). C 407 4.1) (0.9) ERINE | _ﬂ
As of fiscal year end 2006 ........... $ '53.0 s = 563) '$(28.0) $217”

Unrealized gains (losses) on denvatlves are shown net of reclassifications.into net income of
$(0.8) million, $7.1 million, and $12.0 million in fiscal years 2006, 2005 and 2004, respectively. Unrealized-
gains (losses) on investments are shown net of reclassifications. into net income of $6.5 million in ﬁscal year
2006. : :

Unrealized gains (losses) on investments are shown net of income tax beneﬁt (enpense) of $2.4 million,
$5.2 million, and $(9.1} million in fiscal .years 2006, 2005 and 2004, respectively.. Unrealized gains (losscs) on

derivatives are shown net-of income tax beneﬁt of $0.5 million, $2.2 million, and $0.7 million in fiscal years -

2006,-2005 and 2004, respectively. The: pension hablllty adjustment is shown net of income tax (éxpense)-
benefit,of $(6.6) million, $3.2 million; and $2. 9 million at the end of fiscal years 2006, 2005 and 2004
respectlvely
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Notes to _Consdlidate'd iFinam:ial Statements — (Co'ntinued)

! | T (in millioné, except per share data) - -
| . cr H
22. Selected Quarterly Financial Data (unlaudlted) o !
l ! \ Qll:iar::ﬂ' (gflg‘:'ltl:r ' I . Q'lu-xgi:t‘tlzr (l;::::'tt:r l;’ies:?-l
Fiscal Year 2006i (I :'_lf ‘ L ) N o : . i
Netsales) ... 01 ool 4. 88485 $10652 S10642 9945  $39724
. Gross proﬁt....i.;.'.: ...... “ $3478 $ 4295 5 4336 $397.2  $1,608.1
' Net incotfie !1 .................. i'.;'.... 5141 $ 650 s34 $261 $ 1583
Weigflieeib average cemmon shares: I \
Basic .| .. .. .{.?. R R e 1303 1277 1266 1269 1279
" Incremental effect of stock opnons and aw dé R 21 119 18 1.7 ‘ | 19
Dllutedi ...... N ‘ § ... 1324 1206 _ 1284 1286 _ 1298
Earningéifper sht;re: 1 R L , [" :
‘Basic k... .. RN ST $:0.11§ 051 '$ 042 $021 $ {124
Dilu:eci}. ..... L.i ................... R $01 § 050 S 041 $020 § 12
Fiscal Yez{:r 2005 . | i ' s L I
Net sales S A T e S A $829.4 $l,019.4 $ 9829 $8943  $3,726.0
Gross pro}'lt - , ] e e f ... $350.3 - $.4308 —$ 413.1 $368.5 $l-,5162.5'
Net incordle . . ’ .......... ; ..... $208° § 726 $ 637 $376. $ 1947
Welghted{ average l:ommon shall'es. “: o ' o ‘ )
Basic i ................. U : ..... 137.2 1357 1 1342 1318 134.7
Incremental efflect of stock opuons and awa:ds 2.3 25 2.5 2.2 ‘ 1 2.5
Dituted. . ... ] [T ! .. 1395 1382 . 1367 1340 1'37.2}1
Earmngs'{:per sha;rje: . ; i " {
Basic.b... ...l o $015 §-054 $ 047 -$020 § '1.45
Dil'u,tedi..‘......ll ................. ! $015 $ 053 °$ 047 $028 §. |i.42

Quarterly and full year computanons of basnc and diluted earnings per share are made 1ndependently ‘As

such, the; summanon of the quarterly amounts may not equal the total basic and diluted earnings per share’

" reported’ for the year
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Exhibit
No.

3.1
3.2
4.1
42
43
44
45
46
47

4.8
101

10.2
10.3
10.4

10.5
10.6

10.7

10.8

EXHIBIT INDEX

Dmnptlon of Exhlblt

Restated Ceruﬁcate of Incorporauon (mcorporated by reference to the Compa.ny s Registration
Statement on Form S-8 (File No. 333- 64292) filed on June 29, 200!)

By-Laws, as amended and restated on December 14, 2006 (mcorporated by reference to the
Company’s Current Report on Form 8-K (File No. 000-15019) filed on December 18, 2006)

First Supplemental Indenture dated as of May 20, 1999, to the Indenture dated as of January 15,
1993, between Whitman Corporation and The First National Bank of Chicago, as Trustee

‘(mcorporated by reference to Post-Effective Amendment No. 1 to the Company s Registration

Statement on Form S-8 (File No. 333-64292) filed on December 29, 2005). .

Rights Agreement, dated as.of May 20, 1999, between Whltman Corporauon and First Chicago Trust
Company of New York, as Rights Agent (incorporated by reference to the Company’s Reg:stratlon
Statement on Form 8-A (File No. 001-15019) filed on May 25, 1999).

Amendment, as of_ August 18, 2000, to the Rights Agreement, dated as of May 20, 1999, between
Whitman Corporation and First Chicago Trust Company of New York, as Rights Agent (incorporated

. by reference to the Company’s Registration Statement.on Form S-4 (File.No. 333- 46368) filed on

September 22, 2000). PN ,
Appointment of Successor Rights Agent, dated as of September 9, 2002 (mcorporated by reference to

" the Company’s Annual’ Report on Form 10-K (File | No (001- 15019) filed on. March 28,"2003).

Indenture dated as of August 15, 2003 between Pep51Amencas Inc. and Wells- Fargo Bank
anesota National Association, as Trustee (incorporated by réference to the Company’s Regrstrauon
Statement on Form S-3 (File No. 333-108164) filed on August 22, 2003) ) .
PepsiAmericas, Inc. Salaried 401(k) Plan (mcorporated by reference to Post Effectwe Amendment
No. 1 to the Company’s Registration Statement on Form S-8 (File No. 333- 64292) filed on

December 29, 2005).

PepsiAmericas, Inc. Hourly 401{k) Plan (mcorporated by reference to Post Effecnve Amendment

No. 1 to the Company’s Registration Statement on Form §-8 (Flle No 333- 64292) filed on

December 29, 2005). y

Form of Debt Security (incorporated by reference to the Company ) Current Report on Form 8-K
(File No. 000-15019) filed May 24, 2006). :

Stock Incentive Plan, as amended through May 20, 1999 (mcorporated by reference to the Company s
Quarterly Report on Form 10-Q (File No. 001-15019) ﬁled on August 17, 1999)

Pep51Amer1cas Inc. Deferred Compensation Plan for Directors, as Amended and Restated January 1,

+ 2006 (incorporated by reference to the Company’s Annual Report on Form 10 K (F11e ‘No. 001-15019)

filed March 6, 2006). S
PepsiAmericas, Inc. Executive Deferred Compensation Plan as Amended and Restated. Effective

January 1, 2003 (incorporated by reference to the Company’s Annual Report on Form 10 K (File
No. 001- 15019) filed March 15, 2004).

PepsiAmericas, Inc. Supplemental Pension Plan, as Amended and Restated Effective January 1, 2001
(incorporated by reference to the Company’s Annual Report on Form 10- K (Frle No. 001- 15019) filed
March 15, 2004) '

2000 Stock Incentive Plan, as amended through February 17, 2004 (mcorporated by reference to the
Company’s Definitive Schedule 14A (Proxy Statement) (File No. 001- 15019) ﬁled March 12, 2004).
PepsiAmericas, Inc. 1999 Stock Option Plan (incorporated by referenee to the Company s
Registration Statement on Form $-8 (File No. 333-46368) filed on December 21, 2000)

Pepsi-Cola Puerto Rico Botiling Company Qualified Stock Option ‘Plan {(incorporated by reference to
the Company’s Registration Statement on Form S-8 (File No. 333-46368) ﬁled on December 21,
2000).

Pepsi-Cola Puerto Rico Bottling Company Non-Qualified Stock Option Plan (incorporated by
reference to the Company’s Registration Statement on Form S-8 (File No 333-46368) filed on
December 21, 2000).
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Exhibit
No.

10.9

10.10

101

10.12

10.13
10.14
16.15

10.16
1037
10.18
10,19
'1oe0

10.21
10.22

10.23

10.24

'Company ] Ct}rrent Report on Form 8-K (F1]e No. 001-15019) filed February 25, 2005).

' reference o the Company s Current Report {on Form 8-K (File No. 001-15019) filed February 25,

. Company’s Current Report on Form 8-K (Ftle No. 001-15019) filed March 3, 2005)..
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I ol B Descnptlon of Exhibit

Form of Mallster Bottling Agreement between PepsiCo, Inc. and PepsiAmericas, Inc. (incorporated by,
reference to]the Company $ Annual Report on Form 10-K (Flle No 001- 15019) filed on March 25,
2002).

Form of Malster Fountain Syrup Agreement between PepsrCo Inc. and Pep51Amer|cas Inc.
(1ncorporated by reference-to the Company s Annual Report on Form 10 K (File No. 001-15019) filed
on March 25, 2002). ] j ‘

Arnended anleestated Recéivables Sale Agreement Dated as of May 24, 2002 among Pepsi-Cola
General Bottlers, Inc., Pepsi-Cola General Bottlers of Ohio, Inc:, Pepsi-Cola General Bottlers of
Indiana, Inc] Pepsr 2Cola General Botilers of Wisconsin, Inc., Peps1 -Cold General Bottlers of Iowa,
Inc. [Iowa Vendlng, Inc., Marquette Botthng Works, Incorporated, Northern Michigan Vending, Inc.,
Delta Beverage Group, Inc: and Dakbev, LLC, as originators and Whitman Finance, Inc. as Buyer
(1ncorporated by reference to the Companyys Quarterly Report on Form 10-Q (File No. 001-15019)
frled August 1;1 2004). ° v

Amendment1 No 3 to the Company s 2000 Stock Incentive Plan (1ncorporated by reference to the

Forrn of Restncted Stock Award under the Company s 2000 Stock Incentive Plan.
Form of Restrrcted Stock Unit Award under the Company’s 2000 Stock Incentive Plan.

Fornit of Nonquahﬁed Stock Optlon under the Company’s 2000 Stock Incentive Plan (incorporated by
reference to |the Company § Regtstratron Statement on Form 5-8 (File No 333-36994) filed May 12,
2000) - A

Form of Incentlvc Stock Option under the Company s 1999 Stock Option Plan (incorporated by -

2005) . '
Form of Resmoted Stock Award under the Company s Revised Stock Incentive Plan (incorporated byl_
A

reference to the Company s Current Report on Fonn 8-K (Frle No. 001-15019) filed February 25,
2005). i :

Form of Nonquahﬁed Stock Option under the Company’s ‘Revised Stock'Incentive Plan (incorporated.
by referencel.to the Company s Quarterly Report on Form 10-Q {File No 001-1501%) ﬁled August 17*‘

=,1999) i |

Forrn of Stock Option Agreement under ther Pepsi- Cola Puerto Rico Bottlmg Company Non- Quahﬁed
Stock Optlon Plan: (incorporated by reference to the Company’s Current Report on Form 8-K (File
No. 001- 15019) filed Februaty 25, 2003).

Forrrr of Stoc|k|0ptron Agreement under the Pepsr -Cola Puerto Rico Bottling Company Qualified -
Stock Optton Rlan (incorporated by reference to the Company’s Current Report on Form 8-K (File
No. 001 15019) filed February 25, 2005). | :

Form of- Agreement for Separation and Waiver under the PepsiAmericas Severance Policy.

Rule,lObS 1 |Trad1ng Plan between Kenneth E. Keiser and Fidelity Brokerage Services LLC,.
acknowledged by PepsiAmericas, Inc. dated February 28, 2005 (mcorporated by refererce to the

Lt

Rule [10b5-] |Trad1ng Plan between PepmAmencas Inc. and J.P. Morgan Securities, Inc., dated
March 4, 2005\(1ncorporated by reference to the Company’s Current Report on Form 8 K (File
No, ()01 15019) filed March 4, 2005).

Underwrltmg Agreement by and among PepsiAmericas, Inc., Citigroup Global Markets Inc., '
P Morgan Securmes Inc., Banc of America Securities LLC, Wachovia Capital Markets, LLC BNP
Panbas Securities Corp, Merrill Lynch, Pierce, Fenner & Smith Incorporated, Wells Fargo Securitiés,
LLC and LooplCapttal Markets, L1.C, dated May 11, 2005 (incorporated by reference to the
Company s (}urrent Report on Form 8-K (File No. 001 15019) filed May 17, 2005).
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Exhibit
No.

10.26
10.27
10.28
10.29
10.30
10.31
1032

10.33

12
21
23
24
311

31.2
321

322

Description of Exhibit

Terms Agreement by and among PepsuAmencas Inc. Cmgroup Global Markets Inc., 1.P. Morgan
Securities Inc., Banc of America Securities LLC, Wachowa Capital Markets, LLC, BNP Paribas
Securities Corp., Merrill Lynch, Pierce, Fenner & Smith Incorporated, Wells Fargo Securities, LLC .
and Loop Capital Markets, LLC, dated May 11, 2005 (incorporated by reference to the Company’s
Quarterly Report of Form 10-Q (File No. 001-15019) filed on August 8, 2005)

-Rule 10b5-1 Tradmg Plan_between PepsiAmericas, Inc. and Banc of Ameri¢a Securities LLC, dated

May 23, 2005 (mcorporated by reference to.the Company’s Current Report on Form 8-K (File
No. 001-15019) filed May 23, 2005). A

Second Amended and. Restated Shareholder Agreement by and between PepsiAinericas Inc. and
PepsiCo., dated September 6, 2005 (incorporated by reference to the Company s Current Repon on
Form 8-K {(File No. 000-15019) filed September 7, 2005).

Amended and Restated Shareholder Agreement by and between PepsiAmericas, Inc., Pohlad
Companies and Robert C. Pohlad, dated September 6, 2005 (incorporated by reference to the
Company’s Current Report on Form 8-K (File No. 000-15019) filed September 7, 2005):

Rule 10b5-1 Trading Plan between PepsiAmericas, Inc. dnd Citigroup Global Markets, Inc., dated
September 6, 2005 (incorporated by reference to the Company s Current. Report on Form 8-K (File
No. 000-15019) filed September 7, 2005). .

10b5-1 Repurchase Plan between PepsiAmericas, Inc. and J.P: Morgan Secuntles Inc., dated
December 9, 2005 (incorporated by reference to the Company’s Current Report on Form 8-K (File
No. 001-15019) filed December 9, 2005).

10b5-1 Repurchase Plan between PepsiAmericas, Inc. and Banc of America Securities LLC, dated
February 28, 2006 (incorporated by referencé to the Company’s Current chort on Form 8-K (File

" No. 001-15019) filed March 1, 2006).

Underwriting Agreement by and among PcpmAmencas Inc., Banc of America Securities LLC, and
J.P. Morgan Securities, Inc., dated May 23, 2006 (incorporated by reference to the Company’s Current
Report on Form 8-K (File No. 001-15019) filed May 24, 2006).

U.S. $600,000,000 Five Year Credit Agreement, dated as of June 6, 2006, among PepsiAmericas, Inc
as a borrower, certain initial lenders and initial issuing bank, JP Morgan Chase Bank, N.V,, as a
syndication agent, Bank of America, N.V. and Wachovia Bank, Natiorial Association, as
documentation agents, Citigroup Global Markets Inc. and J.P. Morgan Securities Inc., as joint lead
arrangers, and Citibank, N.V., as agent for the lenders (incorporated. by reference to the Company’s
8-K (File No. 001-15019) filed June 8, 2006).

Statement of Calculation of Ratio of Earmngs to Fixed Charges.

"Subsidiaries of the Company.

Consent of KPMG, LLP, lndependem Reglstercd Public Accounting Firm. .

Powers of Attorney. -

Chief Executive Officer Certification pursuant to Exchange Act Rule I3a—l4 as adopted pursuant to

. Section 302 of the Sarbanes-Oxley Act of 2002.

.Chief Financial Officér Certification pursuant to Exchange Act Rule l3a 14 as adopted pursuant to
Section 302 of the Sarbanes-Oxiey Act of 2002.

Chief Executive Officer Certification pursuant to 18 U.S.C. Section 1350 as adopted pur‘;uant 10 -
Section 906 of the Sarbanes-Oxley Act of 2002. ‘ :

Chief Financial Officer Certification pursuant to 18 U.S.C. Sectlon 1350 as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.
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PEPSIAMERICAS, INC

NON-GAAP FINANCIAL MEASUREMENTS
: ( unaudited).

In addition to the:GAAP results provided in;this Annual Report to Shareholders, we have provided certain
non-GAAP financial measurements which'include ad_|usted operating cash flow; adjusted return on invested
-capital and adjusted comparisons, " including adjusted earnings per share. Reconciliation from GAAP results to
non-GAAP measures are presented in the tables below.

Our management, as well as certain investors, use these non-GAAP measures. to analyze our current and
future financial performance. These non-GAAP measures ‘do not replace the presentatron of our GAAP
financial results. These measures simply provrde supplemental 1nformatlon to assist our management and -
certain investors in analyzing our petformance:'We have provxded this information to mvestors to enable them

o perform meaningful comparisons of past, present and futore’ perforrnance and as a means to ‘better
understand the results of our core on- gomg operatrons I i ) - ’_*

Adjusted Operating ( Cash Flow. Ad]usted operatmg cash flow. is the pnmary measure that management

, uses to monitor,our cash flow performance and therefore, management beheves this lnformanon is useful to-
investors. We define adjusted operatmg cash flow as our cash generated from operatmg actwyltres of contmumg
; operations, less capltal investments and cash used in dtscontmued operanons The proceeds of. dtsposals and

costs ofacquisitions are excluded from the calculauon Ao :

Adjusted operanng cash flow i isa measure of cash that is avarlable for ﬁnancmg and other, mvestmg
actlvmes including dtscrenonary dtstnbutmns in the form of dmdends reductron of borrowmgs and .
remvestments in our busmess .as well as non—dlscretlonary expendltures Such non—drscretronary expend1tures
include mandatory debt service requirements and other contractual cash obhganons relating to our advertising
commitments and exclusmty rights; raw. material purchase obligations. and lease obhgattons These contractual
obligations are descnbed in our: ‘Annual Report on Form 10-K. This non-GAAP measure is provrded as_..

supplemental information and should not be considered in lieu of the GAAP measures. | . cod
Adjusted operating cash flow can be deﬁned as a formula as follows: .~ & . IR

* . i :
++ Net cash flow from’ operating activities of continuing operations * . ) e

Capital mvestments L - L o
— Net cash used i in discontinued operations
Adjusted operating cash flow

. I
ot - "
>

Adjusted operatmg cash ﬂow in any one year may be affected by mvestment tnrtlatrves or by the timing

of routine cash recelpts and, dlsbursements Our capital spendtng for ﬁscal _year 2006 was $169 3 nnlhon Qur.

fiscal year 2(}06 adjusted operatmg cash flow was $163.4 million; this compares to adjusted operatmg cash

flow of $241.4 million*and $335.9 mrlhon in. fiscal years 2005 and 2004, respectively. The impact of: accounts
recervable securitization was an’ 1ncrease in adjusted operating cash flow of $100.0 mllllon in ﬁscal year 2004.
There was no accounts. receivable. secunttzatton impact to adjusted operating cash flow i m ﬁscal years 2006 or

2005. The teconciliation to the most comparable U.S. GAAP measurement is calculated ‘as follows (tn
) mrlhons) o

* .

‘:‘.-&nt .: RIS .
‘ 2006 - 2005 . 1 2004
Net cash flow from operatmg activities of contmumg operanons . $3438 " '431;8'- 3 tt64,1. o
Capital Investments . .« .........ooueieerernnnnn... sl (169.3) - (180.3):. (121.8)
. Net cash used in drscontmued operatrons .......... e (11.1) (10.1) {6.4)

. Adjusted operating cash flow....... e I $1634 $ 2414 - $ 335.9

* Adjusted operatmg cash flow excludmg the impact of _ Co C e e
securmzauon SN e e ..o $ 1634 $2414 %2359 i

£ Lo




PEPSIAI;VIERICAS‘, INC
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! . NON-GAAP FINANCIAL MEASUREMENTS
B - f uinaudited)
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The GAAP measures of cash flows from 1nvest1ng and financing activities for the periods presented abovle
are presented in our Consolidated Statements of Cash Flows and are as follows (m millions};

[ ' s - l‘ ' ' 2006 2005 2004
I - — t
Net cash used i m 1lnvestmg actwmes ........ L $(247.2) $(580.6) $(133.3)
Net cash (used m) provided by. ﬁnancmg actrvr!tres e $(103 1) $1986 $(316.1)

Ad_']usted Retuntz on Invested Capital. Our adjusted return on 1nvested capltal (“Adjusted ROIC™) is a
measure of how effectl'vely we allocate our capital in our core operations. We also use Adjusted ROIC as part
of our initial' ccapital spendmg and potential acqulsltton review processes to ensure that each capital dollar
spent achieves a certam hurdle rate of return. This non-GAAP measure is; provaded as supplemental -
lnformatlon and should not be cons1dered in lieu ofithe GAAP measures.

In calculatmg Adjusted ROIC, management exLludes the lmpaet of the 53rd week, other (expense)
income, and drsconn'nued operations,' Management excludes these items because we do not consider them to
be components of Ad]dsted ROIC. The 53rd week represents an item that, due to our fiscal year, occurs every
five or six ye'ars Drslco:ntmued operations represent ’rtems that we do not consider to be a component of our
ongoing core operattons Other (expense) income, net of tax is excluded from the Adjusted ROIC calculation,
as this line 1tem in the statements of income 1ncludes such items as realized and unrealized foreign currency
transaction gams and losses, which we do not Con51der to be components of our Adjusted ROIC. The impact
of these ad]ustmentsflmmatenally increases Adjusted ROIC in our three most recent fiscal years. There are
limitations m the use of Adjusted ROIC due to the Sl.lb_]eC[lVG nature- of iterns excluded by management in

h

' calculatmg Adjusted iROIC As noted, previously, thrs non-GAAP measure is pr0v1ded as supplemental {

information and should not be consrdered in lieu of.the GAAP measures. Management uses Adjusted ROIC to
measures hov|v effectively we are allocatmg capital i in our core operatmns and therefore, management believes:

|
th1s information is useful to mvestors b ‘ 1
- f '

We deﬁne Adjusted ROIC as follows
!
.. Numerator (rollmg 12- perrods)

l

i

|

B

+ Net Income . !

+ Amortlzatlon expense ’ [

+ Interest expense net of tax

- Other (expense) income, net of tax I
- Loss fromldrsconnnued operatlons

Adjusted net operanng profit after ta.xe l "

f

|

;

]

e Denommater (average 4 quarters) T
. | o . Do
+ Total assets ) .

+ Aecumu]ated amortlzatlon L ; . Lol .
—Cash |‘.| . i ' ‘ . R
- Current llablhtles excluding short- term debt B ek
~. Other liabilities, excluding long-term debt. ’ B

Average aafn’tsted invested capital ; ‘ ' o L B 5

-Ad_]ustedROIC : o O
[ \ a | o

Ad_]usted net operatmg proﬁt after taxes / Average adjusted invested capltal P

For the\ﬁscal years ended 2006, 2005 and 2004 we had an Adjusted ROIC of 6 7 percent 7 7 percent
and 7.3 percelnt respecnvely In fiscal year 2006, Adjusted ROIC was negatively’ 1mpacted by 30 basis pomts
from spectal ehargesi Exc]udmg the impact of spec1'al charges Adjusted ROIC was 7.0 percent in.fiscal year |

‘it

|




~ PEPSIAMERICAS, INC
NON-GAAP FINANCIAL-MEASUREMENTS .

(unaidited) *
2006. The reconciliation to the most comparable U.S. GAAP measures for the numerator and_denominator a're S e
as follows (in millions):. - ’
. ' 2006 2005 2004 :
Calculatlon of adjusted net operating profit after taxes R o
Net income . . . ... e e e e e $ 1583 $ 1947. § 1819 - )
AMOTZAtion EXPENSE -+ « .+« v e veeeeern. .. L e 1.2 09 .04 g
Interest expense, net of (X L 63.5 56.4 388
Other (expense) income, netof tax . ... 1. .. {71.1) (3.1) 2.9
Adjusted net operating-profit after taxes ..... SRR e $ 2300 $ 2551 % 2182 ) |
Calculation of adjusted invested capital ) an ' oo <o :
TOtal.ASSEES . . . . v vttt e e e e $4,207.4 $4,053.8 $3,529.8 ‘ ,
Accumulated amortization . . . . . e 2573  256.1 255.2 |
Cash.......0..... e S @3 160y (749) R
" Current liabilities, excluding short-term debt .. ............ . (4809) @31.6) © (379.1)
Oiher liabilities, excluding long-term debt . ... .... ... .. (418.8) (476.6) (378 9)
Adjusted invested capital . ... '$3.4719  $32857  $2.952. 1
Average adjusted invested capital®. .. ... .................. $3421:4% -$32945 $29827 -,
Adjusted ROIC . .. 0. ..o, _ 67%  1I%. 13%

* Amounts represent the average of adjusted invested capital for each perlod end for the four prev1ous con- _
-secutive quarters of the fiscal year ends presented. _ . L

Adjusted Comparisons. In order to provide a supplemental companson of current period results of
operations to prior periods, we have adjusted for and summarized the nature of certain transactions or events .
These adjustments relate to operanng income, net income and diluted earnings per share. To calculate the”
adjusted ¢omparisons, managemem has excluded the marketable securities impairment, special charges relating
to various restructuring m1t1at1ves fructose settlement i income, the propeny tax refund, the loss on extmgunsh- I
ment of debt, lease exit costs and vanous tax adjustments. R : .

Management believes that the adjusted compansons provide a supplemental view of operanons that g
excludes items that are unusual, infrequent cor unrelated to the ongoing core operauons Management. beheves
these non-GAAP measures prowde useful information to investors through the summarlzatlon of transactions
impacting the current penod "results of operations. that are not necessarily;indicative of our. future results, nor
comparable with prior penod results These non-GAAP measures are provided as supplemental mfonnatlon

" and should not be considered in: lieu of the GAAP measures. There are limitations in the use of adjusted
compansons due to the sub;ectwe nature of items excluded by management in calculatmg adjusted
COMmparisons. L - e

These supplemental comparlsons are consistent w1th the manner in Wthh managemem internally reviews
results of operations and evaluates performance in that managemenl reviews the results of operauons on both a
GAAP basis and using adjusted comparisons. Management does not use the adjusted compansons in lieu of '
the comparable GAAP measures, but rather uses the adjusted compansons to supplement its review of _
operations. ‘ - o o
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NON-GAAP F INANClAL MEASUREMENTS:
“ :{naudued)

t

We have prowded the table below that summarizes the adjustments d:scussed above that impact

comparablllty of ﬁsc;all years 2006, 2005 and 2004 (m millions except per share data) Details of the
~ adjustment ltiems can be found on page 22 in our Form 10-K Annual Report.

) Operating .. Diluted Earnings
! i . i Income Net Income . Per Share
Flscal year 2006 asreported .......... cliTo... 83560 0 $158.3 S s122
' Spe(:lal chargesf, net ........ A SO I 13.7 . 86 -
Marketable seclunnes impairment . ... .. - ! ........ . — _46
. Fiscal year 2006, |as adjusted .. .......... 1 ......... $369.7 $171.5 $1.32
J : : , Lo
Fiscal year 2005 asreported ........... 1‘ ....... .. $3934 $194.7 $1.42
Fructose setllement income . .......... - b (16.6) (10.4) ,
Property lax ref‘und ................. - | ......... — (3.5)
Other, tax adjpstments ............... [P SR — S (Ln
Lease exit costs] e e e . 6.1 3.8
+Loss on extlngulshmem of debt......... ! O L = v 35
Specna] charges et . ... ; ......... . 1.6
Fiscal year 2005 Jas adjusted . ... ......... S $385.4 $188.6  $1.37
i R
Fiscal year 2004,|as reported ............ Levnieni $339.7 $181.9 $1.28
Special charges, net ... .. e : ......... 39 24 .
~ Gain i?n land 'sale .......... e " deo - )
State' tax refund ............. e L 0.7 (2.7)
. Other;tax adjuslmems .......... e N, R— (3.5)
N 1 o : : ’ .
Fiscal year.2004, as adjusted . . . ... .. .. l e $344.3 $174.8 $1.23.
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